THE JOURNAL 


POLITICAL ECONOMY 


VOLUME 23 March 1915 NUMBER 3 


THE SHERMAN ACT AND THE NEW ANTI-TRUST 
LEGISLATION 


I 


The recent additions to the federal legislation having to do 
with monopolies and trusts have followed upon three years of con- 
tinued and vigorous discussion. In part, very likely, this general 
revival of interest in the control of the trusts was bound up with 
the growth of a general radical movement in politics, and more 
especially with the demand for a generally increased measure of 
government control of industry. But there is more than mere coinci- 
dence in the fact that this period of active public discussion followed 
immediately upon the decisions of the Supreme Court in the 
Standard Oil and American Tobacco cases. Before these decisions 
the Sherman act was a weapon which had never been fairly tested 
with respect to its efficacy for the purpose for which it was forged. 
But with its strength and its limitations at least partly uncovered, 
it became a fair target for criticism. 

Not only were the undertakings directly affected by these 
decisions of great magnitude and with far-reaching affiliations, 
but, what is more important, each was precisely the sort of under- 
taking against which the statute was primarily directed. Whether 
or not labor organizations, railroad combinations, and price agree- 
ments affecting a limited area were intended to be covered by the 
condemnation of the law might afford some ground for debate, 
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but both the phraseology of the statute and the circumstances 
attending its enactment place its intent in regard to great industrial 
combinations beyond the possibility of a doubt. But not until the 
law had been on the statute books for over twenty years was 
its efficacy as a weapon against unified industrial consolidations— 
“trusts” of the modern sort—thoroughly tested in the Supreme 
Court." 

Furthermore, the findings of the court were in themselves such 
as to renew interest in the statute and stimulate discussion. Espe- 
cially is this true, of course, of the court’s intimation that not all 
agreements in restraint of trade were prohibited by the statute. 
Extreme radicals found this state of affairs in itself unsatisfactory. 
Many others, whether radically minded or not, were disquieted 
by the opportunity for judicial legislation afforded by the necessity 
of drawing a line beween legal and illegal combinations. There 
was also an excusable curiosity on the part of business men as to 
the legal status of existing business arrangements, including not 
only overt combinations but also a mass of secret trade agree- 
ments which would, in part at least, be brought to light if their 
legality were assured. And a similar interest attached to the 
possibility of introducing trade agreements into new and supposedly 
forbidden fields. 

Along with this curiosity as to the exact extent of the field for 
business combination left unguarded by the apparently shrinking 
statutory barriers, there was an increased amount of apprehension 
and disquietude, especially on the part of the larger business com- 
binations. For even if the law itself had been somewhat softened, 
its administration had been unprecedently vigorous. There have 
been not a few attempts to show that the vigor and pertinacity 
with which the law has been enforced have varied with the policies 
of different presidential administrations. Since the enactment 
of the law there has been a rapid but fairly steady increase in the 


t The E. C. Knight Co. (Sugar Trust) case does not constitute a real exception 
to this statement, because of the narrow issue on which the decision of that case 
turned. None of the other so-called “trusts” involved in cases which reached the 
Supreme Court were more than combinations of independent undertakings held 
together by price agreements, pooling arrangements, or the employment of a common 
sales agent. 
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number of prosecutions and a yet more notable increase in the 
number of successful prosecutions. Nevertheless it would be 
going too far to attribute all of the difference to the relative apathy 
of the earlier administrations. The earlier decisions, especially 
in the cases of In re Greene’ and United States v. E. C. Knight Co.,? 
were discouraging, and the development of adequate adminis- 
trative machinery has been of necessity a slow process. At any 
rate, it is evident that the work of the public prosecutor in recent 
years has been carried on under more advantageous circumstances 
than it was twenty or ten years earlier. The successive decisions 
under the statute have indicated what are likely to be the more 
vulnerable aspects of the combinations attacked; mistakes and 
deficiencies in the preparation of some of the earlier cases have 
naturally been guarded against in the later. Moreover, whether 
or not a given combination falls under the condemnation of the 
statute is a matter of fact as well as of law, and the Department 
of Justice is much better equipped than formerly for uncovering the 
complex and frequently hidden facts in the case. Not until 19033 
was the immunity of witnesses from prosecution on account of 
matters testified to, which had been granted in 1893 so far as pro- 
ceedings under the Interstate Commerce act were concerned, 
extended to witnesses in proceedings under the Anti-trust act. 
The establishment of the Bureau of Corporations in 1903 and the 
organization of the Bureau of Investigation in the Department of 
Justice in 19084 made available a permanent staff of expert investi- 
gators. Not only have these bureaus been signally useful in the 
collection of evidence for the prosecution, but, what is quite as 
important, their investigations have indicated in advance whether 
a proposed prosecution under the statute might be undertaken 
with any hope of success.5 The government has been better 
equipped in recent years for the efficient enforcement of the Sherman 
law than ever before. 


1? 52 Fed. 104. 2156 US. 1. 


3 32 U.S. Stat. 854. Mention should also be made of the acts of 1903 and 1910 
to expedite hearings under the Sherman law (32 U.S. Stat. 823; 36 U.S. Stat. 854). 


4 Report of the Attorney-General, 1909, p. 8. 
5 Ibid., 1910, pp. 2, 3, 26. 
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But it would not be fair to attribute all or even a major part of 
the recent interest in the amendment of the Sherman act to what- 
ever dissatisfaction, uncertainty, and unrest were created by the 
interpretation and administration of the statute. There were indi- 
cations that legislators and publicists had a more adequate appre- 
ciation of the real nature of the problems involved in the growth 
of industrial combinations than was the case twenty years before. 
That the Sherman law had apparently had but little effect in 
checking the movement toward industrial combination was in 
itself a fact demanding explanation and compelling, in a manner, 
a recognition of the complexity of the problem and the possibility 
of other ways of dealing with it. 

Furthermore, it is significant that in much of the more serious 
discussion, both the analysis of the problem and the proposals of 
specific remedies involved the recognition of certain principles that 
for some years had been very generally accepted among economists. 
Specific instances of the direct influence of economic writing and 
teaching have not been lacking,’ and it is fair to infer that through 
a process of gradual diffusion the indirect influence has been 
considerable. 

There seems to have been a very general impression that the 
decisions in the Oil and Tobacco cases declared a new judicial 
policy in the application of the Anti-trust act; that “good trusts” 
were to be distinguished from “bad trusts”; that combinations 
might restrain trade providing they did not “unduly” restrain it; 
that possibly even price agreements were permissible, if the prices 
agreed upon were “reasonable.””’ Much has been written upon 
these points, but because the significance of the recent supple- 
mentary legislation hinges in part upon the real bearing of these 
decisions, I think it worth while to review the matter again. 

If the decisions in question are to be taken at their face value, 
the general impression that they opened the way for ‘“‘reasonable”’ 

t Although there are many who might be mentioned, special reference should be 
made to the influence of (1) Professor R. T. Ely’s early and continued insistence upon 
the fact that mere size does not give sufficient advantage to be the basis of a lasting 
monopoly, and that where there is such monopoly there must be some definite source 


of monopoly power, and (2) Professor J. B. Clark’s thesis that the only power for evil 
possessed by most of the trusts was the power of predatory competition. 
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price agreements and mildly repressive contracts and combinations 
in restraint of trade does not seem to have been well founded. 
The precedents from which in particular the new holdings were 
supposed to mark a departure are the decisions in the Trans- 
Missouri Freight Association and Joint Traffic Association cases. 
In these cases it was held in general terms that the Sherman law, 
referring as it does to “every” contract, etc., in restraint of trade, 
prohibits contracts and combinations in restraint of trade whether 
reasonable or not. The minority opinion in the Trans-Missouri 
case, written by the present Chief Justice and concurred in by 
three other justices, held that the phrase “restraint of trade” 
should be given its common-law meaning, under which not all con- 
tracts limiting the freedom of trade are deemed invalid as involving 
“restraint of trade.” 

But the issue as between the majority and minority opinions 
does not seem to have been squarely joined. It has been very 
generally overlooked that it was intimated in the majority holding 
in the Trans-Missouri case and plainly stated in the Joint Traffic 
case that certain kinds of contracts which involve in fact some 
~estraint of trade but are not invalid under common law would not 

e held illegal under the statute. From this it would appear that 
so far as the general statement of the principles of the law is con- 
cerned the division of the court was more apparent than real. But 
there was, however, some fundamental ground of disagreement, 
even if not clearly expressed, for these supposedly conflicting inter- 
pretations of the law were not offered as mere dicta, but in support 
of opposing opinions as to the legality of the particular combinations 
under consideration. 

The specific question involved was whether a combination of 
railroads for the purpose of fixing and maintaining rates fell under 
the condemnation of the statute, if the rates fixed by the agree- 
ment were not shown to be in themselves unreasonable. In the 
dissenting opinion it was claimed, first, that such agreements 
among railroads were necessary and even desirable, hence not 
unreasonable and consequently not illegal, and, second, that the 
Sherman act was not intended to apply to railroads. The majority 

t 166 U.S. 329; 171 US. 567. 
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of the court held, however, that neither of these contentions 
could be sustained in the face of the fact that the Sherman act 
condemns every combination in restraint of trade. The real ground 
of difference, I think, is to be found in the fact that, although 
both the majority and the minority of the court were agreed that 
some agreements which restrain trade are not condemned by the 
statute, they did not agree as to the general logical basis of such 
exceptions. The dissenting opinion held that “reasonableness”’ 
in the sense, apparently, of an absence of harmful economic or 
social effects is the ground on which exceptions should be made, 
while the majority of the court held (more clearly in the Joint 
Traffic case) that every agreement is illegal if its direct purpose is 
restraint of trade, while it may be legal if the restraint of trade is 
merely incidental to a contract made primarily for another and 
legitimate purpose, providing that the restraint of trade is no 
greater than is necessary to the protection of the legitimate purpose 
of the contract.' Both the majority and minority opinions claimed 
to be in harmony with common-law precedents. But this last is 
a matter too large for present discussion, and does not fall within 
the competence of the present writer.’ 

What the Trans-Missouri and Joint Traffic decisions virtually 
resolve themselves into is this: Certain classes, forms, or kinds of 
agreements, such as a partnership or an ordinary corporation 
formed by the union of former competitors, or the sale of the good- 
will of a business on terms by which the seller agrees not to compete 
with the buyer, may “restrain trade,” but because the main 
purpose of such combinations or contracts is legitimate, and the 
restraint of trade is only incidental, they will not be considered as 
restraints of trade under the statute. But where the direct pur- 
pose of a combination or contract is restraint of trade it will be 
deemed illegal even if the restraint is reasonable in the sense that 


2171 US. 567, 568. Cf. Hopkins v. United States, 171 U.S. 592-094. 

2 The majority opinion seems to be in harmony with the frequently cited summary 
of common-law precedents by Judge Taft in United States v. Addyston Pipe & Steel Co., 
85 Fed. 281, 282. In general harmony with the dissenting opinion is Mr. Bruce 
Wyman’s thesis that the public interest rather than the hard-and-fast rule of the 
maintenance of competition is the ultimate criterion by which the common law tests 
the validity of contracts in restraint of trade. Cf. his Control of the Market, especially 
chap. vi. 
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it is not prejudicial to the public interest. The things thus dis- 
tinguished have come to be known as “direct restraint” and 
“indirect restraint.” 

The court did not differentiate the meaning of “restraint of 
trade” in the statute from its common-law meaning by bringing 
under the inhibition of the statute any of the general classes or 
kinds of contracts or combinations which were valid under common 
law. But it did refuse to give to the statute the elasticity which 
the dissenting opinion held was to be found in the common law. 
By the statute Congress had, in the view of the court, established 
unrestricted competition as the declared public policy in such 
matters, and it was for Congress, not the court, to relax the rule 
if its rigid application were found to be undesirable. In short, 
all combinations and contracts entered into with the direct pur- 
pose of restricting competition in interstate commerce were held 
to be illegal, although it was still held, as in earlier cases, that agree- 
ments which “indirectly and remotely”’ affect interstate commerce 
were not covered by the act. 

The doctrine thus established was followed in the Northern 
Securities case’ and in a number of cases decided in the inferior 
courts.? In none of these subsequent cases, however, with the 
possible exception of the Northern Securities case, is there any clear 
indication in the decisions that the findings would have been for the 
defendants had it not been for the Trans-Missouri precedent. The 
rule established in that case may have simply afforded the courts 
a convenient means of narrowing the issues in subsequent cases, 
by ruling out at once the defense of reasonableness. 

On the other hand, however, before the Trans-Missouri decision 
the lower courts had refused to apply the Sherman act to a number 
of combinations which clearly restrained trade in ways more direct 
than were indicated as permissible in the Trans-Missouri case. 
Certain price agreements, for example, were declared legals After 


? 193 U.S. 331. 

2 Representative cases are: United States v. Coal Dealers’ Association, 85 Fed. 
252; United States v. Swift & Co., 122 Fed. 529; Whitwell v. Continental Tobacco Co., 
125 Fed. 454; Phillips v. Iola Portland Cement Co., 125 Fed. 593- 

3 United States v. Nelson, 52 Fed. 646; Dueber Watch-Case Manufacturing Co. 
v. E. Howard Watch & Clock Co., 66 Fed. 637. 
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the Trans-Missouri decision, agreements somewhat similar to 
these were declared unlawful.* It is fair to infer that the Trans- 
Missouri decision distinctly widened the actual field of application 
of the statute so as to include, moreover, cases involving particular 
issues quite distinct from those of the leading case. 

Turning now to the Standard Oil and American Tobacco cases, 
doesthere appear any clear evidence that the court’s expressed 
intent to interpret the statute “in the light of reason” meant that 
thetrange of its applicability would be again restricted? No 
definite answer to this question can be given, of course, except in 
the light of subsequent decisions in border-line cases. The dictum 
in the Oil case, embodying in general terms the court’s interpre- 
tation of the act, does not afford a satisfactory basis of inference. 

Taking the decision at its face value, however, it does not seem 
to come to quite the same thing as the minority opinion in the 
Trans-Missouri case, although both were written by the present 
Chief Justice. In that dissenting opinion it was held without 
equivocation that only “unreasonable” contracts in restraint of 
trade were condemned by the statute, and it was urged that to con- 
strue the statute as excluding certain classes of contracts, such as 
those which are collateral to a sale of property, while at the same 
time stating that the statute covers every contract in restraint of 
trade, was illogical. Had this minority opinion prevailed, it would 
have given to the statute all the elasticity that could by the broad- 
est interpretation be found in the common law. The courts would 
have been free to pronounce upon the legality of particular kinds 
of combinations according to their view of public policy. The 
determination of public policy would have been influenced, of 
course, by precedents, but many modern forms of combinations 
are too new, and precedents consequently too uncertain to have 
given necessarily and immediately any hard-and-fast rule of dis- 
crimination between permissible and illegal combinations. For 
better or worse, the road to judicial legislation would have been 
opened. 

The Standard Oil decision did not explicitly state that only 
unreasonable contracts in restraint of trade were condemned by the 


* Eilis v. Inman, Poulsen & Co., 131 Fed. 182; Loder v. Jayne, 142 Fed. 1010; 
Dr. Miles Medical Co. v. John D. Park & Sons Co., 164 Fed. 803; 220 U.S. 373. 
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law. Its emphasis was on the thesis that the statute must be 
interpreted “in the light of reason,” and that the “rule of reason” 
must be applied in determining whether a particular combination 
is within the scope of the law’s condemnation. It is true that 
“undue” restraint of trade was specified as the thing prohibited, 
but the stress was not put on this point. There is nothing in the 
decision really inconsistent with the minority opinion in the Trans- 
Missouri case, but it went farther than that holding, in that it 
identified restraint of trade with monopoly. 

It was pointed out that with the gradual narrowing of the older 
common-law definition of restraint of trade as any voluntary 
restraint put by an individual on his right to carry on his trade, 
and the accompanying broadening of the original technical mean- 
ing of monopoly so as to include engrossing, the two concepts 
restraint of trade and monopoly came to be blended. Interpreting 
the statute, then, as using common-law phrases with a common- 
law meaning, it was held that its first section, declaring contracts, 
combinations, and conspiracies in restraint of trade illegal, and 
its second section, making it illegal to monopolize or to attempt to 
monopolize any part of interstate trade or commerce, are mutually 
explanatory. “Undoubtedly,” said the court, “the words ‘to 
monopolize’ and ‘to attempt to monopolize’ as used in the section 
reach every act bringing about the prohibited results.” 

If this joining of the first two sections of the act could be accepted 
as final, the definition of the word “monopolize”’ would be the only 
serious difficulty in the interpretation of the statute. The courts 
would be left free to determine whether a given restraint of trade 
is against public policy, but the standard by which public policy 
should be gauged would be definitely prescribed. In certain 
respects, at least, this hypothetical result may be taken as a descrip- 
tion of the actual state of law. The particular form which a com- 
bination adopts counts for nothing either one way or the other. Its 
purpose and the methods used in attaining its purpose are the 
crucial facts. If “judicial legislation” means the determination 
of public policy in particular instances by the courts, the Standard 
Oil decision did not give it much scope. 

And yet this is not all there is to the matter. There are impor- 
tant classes of cases to which the Sherman act has been held and is 
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still held to apply in which the presence or absence of monopoly or 
of monopolistic intent is not the determining factor. In other 
words, under the accepted interpretation of the statute, there may 
be “restraint of trade” where there is no “restraint of competition.” 
Most of these cases have to do with interference with commerce 
on the part of labor unions. 

In the Sherman act the common-law phrase “restraint of 
trade” became “restraint of trade or commerce among the several 
states, or with foreign nations.” This and the fact that the act 
rests upon the federal power over interstate commerce have given 
a decided twist to its interpretation. The contracts in restraint 
of trade found in the early common-law cases were agreements by 
which an individual bound himself to refrain from pursuing a 
specified calling, and the evils involved were supposed to reside 
in the partial loss of the power of supporting one’s self and of 
contributing to the welfare of the community. Later, agreements 
tending to limit or suppress competition as an efficient price-fixing 
force were also classed as contracts or combinations in restraint of 
trade. But, so far as I can find, the effect of such agreements upon 
the volume of commerce was never made the factor determining 
their illegality. 

In one of the early cases under the Sherman act' it was held by 
the Circuit Court for the District of Massachusetts that the words 
“commerce”’ and “trade,” as used in the statute, are synonymous: 

Careless or inapt construction of the statute . . . . will, if followed out 
logically, extend into very large fields, because . . . . the inevitable result 
will be that the federal courts will be compelled to apply this statute to all 
attempts to restrain commerce among the states, or commerce with foreign 
nations, by strikes or boycotts, and by every method of interference by way 


of violence or intimidation. It is not to be presumed that Congress intended 
thus to extend the jurisdiction of the courts of the United States without very 


ciear language.? 

But within a month another circuit court had granted an injunction 
against a combination of striking working-men on the ground that 
in refusing to work they were violating the statute by interfering 
with the movement of goods in interstate commerce.? The opinions 


* United States v. Patierson, 55 Fed. 605. 255 Fed. 641. 
3 United States v. Workingmen’s Amalgamated Council, 54 Fed. 994. 
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in the cases arising out of the railway strike of 1894 contain expli- 
cit recognitions of their departure from common-law precedents. 
Thus, “The term ‘restraint of commerce’ was used in its ordinary, 
business understanding and acceptation.’* Another statement is: 


I am unable to regard the word “commerce,” in this statute, as synony- 
mous with “trade” as used in the common-law phrase “restraint of trade.” 
In its general sense, trade comprehends every species of exchange or dealing, 
but its chief use is ‘‘to denote the barter or purchase and sale of goods, wares, 
and merchandise, either by wholesale or retail,” and it is so used in the phrase 
mentioned. But “commerce” is a broader term... . and, as used in this 
statute, . . . . should not be given a meaning more restricted than it has 
in the Constitution.? 


Even more specific is the following: 

The primary object of the statute was, undoubtedly, to prevent the 
destructi:,: of legitimate and healthy competition in interstate commerce by 
individuais, corporations, and trusts, grasping, engrossing, and monopolizing 
the markets for commodities. But its provisions are broad enough to reach 
a combination or conspiracy that would interrupt the transportation of such 
commodities and persons from one state to another. 


For present purposes it is immaterial whether the logic of these 
opinions is sound, or whether the Sherman act was seized upon and 
distorted somewhat in order to meet a great emergency.* But 
even if these interpretations of the scope of the act were not illogical, 
it cannot be held that they were in any sense necessary. Whether 
the statute was intended to apply to labor combinations may be 
a matter of doubt, but there is no evidence in the congressional 
debates that it was anticipated that the statute would prohibit 
interference with commerce as a thing distinct from restraint of 
trade. Of course these decisions make much of the use of the term 
“conspiracy”’ in the statute, but even if that word means in this 


* United States v. Elliott, 64 Fed. 30. 

2 United States v. Debs, 64 Fed. 749. 

3 United States v. Cassidy, 67 Fed. 705. 

4 There may be some significance in the fact that the Supreme Court, in the only 
one of these cases which reached it (Im re Debs, 158 U.S. 564), did not rest its findings 
upon the Sherman act, but on the general federal powers over interstate commerce 
and the transmission of the mails. But its subsequent opinions have been such as 
virtually to imply an approval of the broad scope given to the Sherman act by 
the lower courts in the railroad strike cases. 


CRS 


EP Se 


BE Oa cht ali a TS as Sk 





212 JOURNAL OF POLITICAL ECONOMY 


BBs a 


connection anything more than “combination,” the decisions 
nevertheless really hinge upon the meaning attached to the word 
“commerce.” 

Similar in some respects are the decisions of the Supreme Court 
in two cases that should be sharply differentiated from most of the 
cases under the statute that have come before that body. In 
Loewe v. Lawlor? a boycott instituted by the Danbury Hatters’ 
Union was held to constitute a conspiracy in restraint of interstate 
commerce. It was immaterial, said the court, that there was no 
suppression of competition, and it was even immaterial that there 
was no direct physical obstruction to the movement of commerce. 
It was sufficient that the boycott tended to check the free flow of 
goods from one state to another. In the recent case of Eastern 
State Lumber Association v. United States‘ an arrangement by which 
the members of an association of retail lumber dealers were informed 
of the names of wholesale dealers who sold directly to consumers 
was held to be a similar restraint upon the movement of interstate 
commerce, although no suppression of competition was alleged. 

Doubtless in many jurisdictions the actions condemned in these 
two cases would have been held to be offenses under the common 
law, but not because they “restrained trade” and certainly not 
because they interfered in any way with the general movement of 
commerce. 

The fact seems to be that the Sherman act is held to apply to 
two very different classes of things. Interference with the move- 
ment of commerce is one thing, and suppression of competition is 

Justice Holmes held in his dissenting opinion in the Northern Securities case 
(193 U.S. 403) that “the words hit two classes of cases, and only two—contracts in 
restraint of trade, and combinations or conspiracies in restraint of trade.” Cf. Rice 
v. Standard Oil Co., 134 Fed. 464. This point is reviewed in Tribolt v. United States, 
11 Ariz. 436; 95 Pacif. 85. 

2 208 U.S. 274. 

3 234 U.S. 600. The older case of Montague & Co. v. Lowry, 193 U.S. 38, turned 
partly upon similar considerations, although in that case the element of monopoly was 
not entirely absent. And in United States v. Patten, 226 U.S. 541, the court said: 
“Sec. 1 of the act, upon which the counts are founded, is not confined to voluntary 
restraints, as where persons engaged in interstate trade or commerce agree to suppress 
competition among themselves, but includes as well involuntary restraint, as where 
persons not so engaged conspire to compel action by others, or to create artificial 
conditions, which necessarily impede or burden the due course of such trade or com- 
merce or restrict the common liberty to engage therein.” 
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quite another thing. In point here is the extraordinary decision 
of the Circuit Court of Appeals in Whitwell v. Continental Tobacco 
Co.," which held that under a correct interpretation of the second 
section of the act ‘‘no attempt to monopolize a part of commerce 
among the states is made illegal or punishable unless the necessary 
effect of that attempt is to directly and substantially restrict com- 
merce among the states.” Probably this decision (which refused 
to see in an attempt to monopolize by the use of a factor’s agree- 
ment of the most flagrant sort any evidence of the violation of the 
act) would not now be accepted as good law. But it draws a sound 
distinction between the suppression of competition and the hinder- 
ing of the movement of commerce. Few economists would care 
to maintain that competition would always have the advantage 
over monopoly in respect to the volume of commerce it would 
create. It seems then that, despite the language of the Standard 
Oil decision, the identification of “restraint of trade”’ and “ monopo- 
lizing”’ or “attempting to monopolize’ is not complete. The 
Sherman act, as at present interpreted, condemns two very different 
sorts of offenses. 


The Sherman act is a general statute, declaratory of public 
policy. As such it must be judged, it seems to me, by (1) the 
soundness of the public policy which it declares, (2) the accuracy 
and completeness with which it declares that public policy, and (3) 
the adequacy of the mechanism which it provides for making that 
public policy effective. What more I have to say in this first paper 
will have to do with these three aspects of the statute. 

1. There can be little doubt but that the public policy which 
the act was intended to embody is that competition should be 
maintained, artificial monopoly destroyed, and its growth prevented. 
In the congressional debates attending its enactment the great in- 
dustrial combinations of the day were singled out by name as the 
things against which it was directed. And it is clear from the 
debates that the hostility toward these industrial combinations was 
especially directed against (1) their supposed power over prices 
and (2) their aggressive suppression of competition. Whatever the 
economic advantages of monopoly per se may be, there will be little 

? 125 Fed. 454. 
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question of the soundness of the policy which would attempt to 
deprive it of its power for evil in these two particulars." 

But it is often urged that to attempt to maintain competition by 
prohibiting attempts to monopolize is illogical, since monopoly is 
the goal of competition, and achieved monopoly is merely the result 
of thoroughly successful competition.? The aim of each competitor 
is to aggrandize his own business at the expense of his rivals, and just 
so far as he leaves his rivals in partial possession of the field he falls 
short of complete success. The simplicity of this reasoning makes 
it attractive, but it is too simple to fit the facts of the case. We 
need not discuss at this point the pertinent question as to whether 
a permanent industrial monopoly can be achieved by the use of 
permissible competitive methods by a business not enjoying any 
special advantages not open to its competitors aside from the 
possession of a larger amount of capital, for the matter can be dis- 
posed of in a simpler fashion. There is a substantial difference 
between competing and “attempting to monopolize” in purpose 
and consequently in methods. The ordinary competitor, it will 
be conceded, does not have the establishment of monopoly in mind 


* Most of the more weighty discussions of the economic advantages of monopoly 
have to do with the effect of monopoly upon the aggregate production of wealth 
measured in terms either of subjective satisfaction or of objective commodity units. 
Even from this point of view the case for monopoly is exceedingly dubious and, at 
best, has a validity that is restricted and conditioned in many ways. Moreover, 
such considerations are relatively unimportant compared with matters like the effect 
of monopoly upon distribution, upon the scope for individual initiative, upon economic 
opportunity in general, and upon a host of social and political relations. In short, 
it is a question less of the relative ‘‘economy” of monopoly or competition than of 
the kind of economic organization best calculated to give us the kind of society we 
want. Until our general social ideals are radically changed, it will take more than 
economic analysis to prove that it would be sound public policy to permit monopoly 
in that part of the industrial field where competition is possible. 

? Such was the opinion of a number of witnesses before the Senate Committee on 
Interstate Commerce, 62d Congress. See for example the Hearings pursuant to Sen. 
Res. 98, pp. 1431 ff. The latest of the very few expressions of similar views by 
economists is to be found in Professor R. L. Liefmann’s article entitled “Monopoly 
or Competition as the Basis of a Government Trust Policy,” Quarterly Journal of 
Economics, XXTX, 308 (February, 1915). For a judicial opinion to the same effect, 
see Whitwell v. Continental Tobacco Co., 125 Fed. 462, where it was even held that 
“every sale and every transportation of an article which is the subject of interstate 
commerce is a successful attempt to monopolize that part of this commerce which 
concerns that sale or transportation.” In general, however, this misuse of the word 
“monopolize” has no better standing in law than it has in economics. 
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asanend. He strives to increase his profits by increasing his trade, 
and in so doing he usually endeavors to acquire as much as he can 
of the custom enjoyed by his competitors. But the thing directly 
sought is such increase of his profits as is possible under competitive 
conditions. The effect of his policies on his competitors is second- 
ary and, generally speaking, indirect. The phrase “attempting 
to monopolize’ on the other hand is meaningless if it does not refer 
to conscious efforts to get rid of the limitations which competition 
sets upon one’s ability to buy and sell at such prices and on such 
terms as one pleases. The elimination of competition through the 
absorption or crippling of competing establishments becomes the 
direct and primary object, and the methods used are adapted to 
this end. The contention that “to compete” and “to attempt 
to monopolize” are synonymous is clearly unsound. They are 
definitely antagonistic in principle. 

2. Is the Sherman act an accurate expression of the public 
policy which it seeks to declare? If by accuracy is meant pre- 
cision, it has little of it. It was, in its inception, a lawyer’s statute, 
speaking in the language of the common law. It was drafted by 
the Judiciary Committee of the Senate as a substitute for the Sher- 
man bill, which, together with a mass of proposed amendments, 
had been referred to that committee. These amendments included 
various lists of particular offenses and various delimitations of the 
precise field of application. It was evident that it would be diffi- 
cult for Congress to come to an agreement on any one set of par- 
ticularizations. Moreover, the general phrases of the Sherman 
act were chosen intentionally, we are told by one of its framers, 
in order that the responsibility of determining its exact scope might 
be left to the courts.‘ For seven years its interpretation was 
uncertain. The decisions in the lower courts were conflicting, and 
the Supreme Court’s holdings purely negative. Nor did the 
Trans-Missouri decision help matters much. The words “re- 
straint of trade”’ still remained to be defined, and in the next thir- 
teen years the work of definition progressed only so far as the 

* George F. Edmunds, “The Interstate Trust and Commerce Act of 1890,” 
North American Review, CXCIV, 801 (December, 1911). Cf. A. H. Walker, History 


of the Sherman Law, chap. i, ii; and O. W. Knauth, The Policy of the United States 
towards Industrial Monopoly, chap. i. 
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particular cases decided were typical of classes of possible cases. 
The standard of public policy announced in the Standard Oil de- 
cision was the first general criterion of the scope of the act. There 
is nothing in subsequent decisions which indicates any tendency on 
the part of the court to depart from that standard. 

With restraint of trade held to be the general equivalent of 
monopolizing and attempting to monopolize, there is small doubt 
that the present interpretation of the statute is in harmony with 
the purposes which were in mind at the time of its enactment. 
The great industrial combinations against which it was hoped that 
the statute would be efficacious have for the most part a more thor- 
oughly unified and compact form than they had in 1890. Whether 
such consolidations are contracts, combinations, or conspiracies 
in restraint of trade within the meaning of the common-law terms 
may be a matter of doubt." But there is now no question that, 
if their purpose is monopoly, they come within the condemnation 
of the Sherman act. Nor does it appear that in any unimportant 
respects the statute has been weakened. There is no reason to 
think, for example, that price agreements and agreements to restrict 
output, whether of local or of general scope, are not as illegal now 
as they have been at any time.” 

As a general expression of the public policy which it is supposed 
to embody, the Sherman act is adequate. The difficulty is that 
it goes too far. In the first place, as we have already seen, it is so 
worded that it is used as a weapon against strikes, boycotts, and 
other concerted efforts to interfere with the conduct of any business 


* Cf. the argument of Justice Holmes to the effect that under the common law 
contracts in restraint of trade are contracts with strangers to the contractor’s busi- 
ness, and that combinations and conspiracies in restraint of trade have the purpose 
of keeping strangers to the agreements out of business. (Northern Securities Co. v. 
United States, 193 U.S. 404, 410.) 

? The following extract from the opinion of the Circuit Court in the “bath-tub 
trust” case is directly in point: “‘Some men believe that price agreements should be 
sustained by the courts, unless they are shown to be against the public interest. 
Others hold that they may be permitted only when it is affirmatively shown that they 
promote the public interest. Still others say that a price agreement pure and simple 
is always illegal. That the Supreme Court has declared the last of the above-stated 
contentions to be the law is conclusive here.”—United States v. Standard Sanitary 
Mfg. Co., 191 Fed. 182. See also the decision of the Supreme Court in the same case, 
226 U.S. 20, and Straus and Straus v. American Publishers’ Association, 231 U.S. 222. 
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undertaking which ships its goods across state lines or to other 
countries. These things may be undesirable; very likely some of 
them are. But they are so far out of line with the other things 
condemned by the Sherman act, and in most instances have so little 
relation to “‘monopolizing,” that the Sherman act ought to be so 
amended as to cut them out of the list of offenses which it condemns." 
In some cases they clearly run counter to current conceptions of 
public policy. In other cases this is not so clear. At any rate, if 
federal law is still to condemn all or some of these things it should 
take the form of separate and carefully drawn statutes. Moreover, 
practices like those condemned in the Eastern States Lumber 
Association case, mentioned above, probably fall within the juris- 
diction of the new Federal Trade Commission. 

In the second place, the application of the Sherman act to rail- 
roads is inconsistent with the standards of public policy embodied 
in the Interstate Commerce act. We regulate railroad rates and 
services on the assumption that railroads are natural monopolies, 
and that combinations or rate agreements are inevitable. But at 
the same time we condemn railroad combinations and rate agree- 
ments, and (as in the New Haven case) bring criminal indictments 
against the men responsible for such combinations.? From rail- 
roads we exact the observance of two mutually inconsistent stand- 
ards of morality. The real evils in railroad combinations are 
matters of corporation finance and of the equilibrium of the 
equities of various sorts of bondholders and stockholders. These 
evils should be dealt with by statutes appropriate to the purpose, 
and the Sherman act should be so amended as to be relegated to its 
proper field of preventable industrial “ monopolizing.” 

Finally, there comes the question of whether even within the 
industrial field we want to prohibit monopoly as well as aggres- 
sive monopolizing. Probably a monopoly achieved merely by the 
superior efficacy of a formerly competitive business unit (if such 

? This could be done by omitting the word “or commerce” from the first three 
sections of the act. Or if this should be thought to raise a doubt as to the statute’s 


constitutionality, the words “in restraint of trade or commerce” might be changed 
to read “‘in restraint of competition in commerce.” 

? This, of course, has nothing to do with the questions relating to the way in which 
the New Haven officers and directors discharged their trusteeship for the stockholders 
of that road. 
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a thing were possible) would not be condemned by the courts as 
a violation of the Sherman act. Monopolies achieved by the 
active suppression of competition are so condemned. What, then, 
is the status of a monopoly built up merely by the peaceful union 
or absorption of competitive units? Such combinations in the 
railroad field have already been condemned in the Northern 
Securities and Union Pacific cases. Should similar combinations 
in the industrial field likewise be broken up, or (since unfair methods 
are ruled out) should we put our trust in latent competition? This 
seems to have been in essentials the problem that was put before 
the District Court in the International Harvester Company case," 
in which the decision was that the combination was condemner: by 
the statute. The decision of the Supreme Court in this case will 
do much to fix the boundaries of the region to which the act applies. 
On which side public policy properly lies is hard to determine. 
On grounds of economic principle there is nothing to fear from such 
combinations. But on the other hand there is not much to gain 
from them, and in practice it would prove hard to draw a line 
between peaceful combination and predatory combination for 
monopoly’s sake. Probably little harm would be done, and pos- 
sibly some good, if no such line were drawn except to mark off one 
combination as illegal even in the early stages of the monopolizing 
process, and the other as legal except when combination has 
reached the full measure of monopoly. 

3. Does the Sherman act provide an efficient mechanism for 
achieving its own ends? That its criminal features have been 
relatively ineffective is generally admitted. In many cases these 
criminal remedies could not have been enforced except at the 
expense of the efficiency of the proceedings for the dissolution of 
the combination. Furthermore, it has been found in practice that 
it is a very difficult thing to secure a criminal conviction from a jury 
for an offense so general, so abstract, so little tainted with a general 
and customary imputation of immorality as “restraint of trade”’ 
or “monopolizing.” It is often said that “restraint of trade” is 
no more indefinite than “fraud.” This is very likely so, but there 


* 214 Fed. 987. 
2 This decision is criticized by Clarence E. Eldridge, “‘A New Interpretation of 
the Sherman Act,”’ Michigan Law Review, November, December, 1914. 
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is the essential difference that fraud consists in, or is accompanied 
by, simple and concrete actions, while restraint of trade is, as 
I have suggested, general and abstract. It is significant that the 
few convictions obtained under the Sherman act have been in cases 
where the restraint of trade or of commerce consisted in, or was 
evidenced by, specific and objectionable acts. There is no reason 
to expect that it will ever be easy to secure convictions for restraint 
of trade or monopolizing in cases where the separate steps taken 
in the creation of the restraint are unobjectionable except as part 
of the general scheme. As it is, the statute provides merely an 
indirect and uncertain way of penalizing unfair competitive 
methods.' I see no reason why the criminal remedies of the 
Sherman act should be retained. 

The proceedings in equity for the dissolution of a combination 
have, on the contrary, proved to be increasingly effective, in the 
sense that they have resulted in an increasing number of successful 
prosecutions. It is contended by many that the enforced disso- 
lution of a combination means generally a mere change in form 
without diminution in monopoly power; that we are merely hunt- 
ing the quarry from tree to tree. But in neither transportation 
nor industry does it clearly appear that the newer and more unified 
forms of consolidation would not have largely displaced the old, 
even if the movement had not been hastened by legislation and by 
decisions under the common law. Among other things tending 
to this end the various strategic advantages of the consolidated 
unit, the permanency and dependability of the newer forms of 
combinations, making possible the adoption of business policies 
based on long-time considerations, and the opportunities the single 
corporation, whether holding company or not, affords for the 
capitalization of promoters’ profits may be mentioned. 

But even if the Sherman act has itself been partly responsible 
for the change in the form of combinations ( it cannot have increased 
their number), it does not follow that in the future its history is to 
repeat itself in this particular. It may be that, after a long chase, 
the quarry has finally been driven into a corner. 

Granting all this, is it proved that the mere dissolution of indus- 
trial combinations accomplishes anything, especially in cases where 
* Neglecting its anomalous application to strikes and boycotts. 
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the equities in the combination are made the basis of a pro rata 
distribution of the equities in its constituent parts? I cannot 
attempt here to answer so large a question. But I may suggest 
a few general conclusions: (1) The results must vary with the 
nature of the business and the degree to which the aggressive sup- 
pression of competition played a part in maintaining monopoly 
conditions. The results must also vary with the degree to which 
railway rates and other distributive conditions had been shaped 
for the benefit of the combination. (2) Dissolution rarely comes 
early enough—not until the monopolistic situation (if any exists) 
has become more or less crystallized. This suggests the need of 
emphasis upon methods rather than achieved results, upon monopo- 
lizing rather than upon monopoly. (3) The operation of the statute 
is intermittent. Dissolution should be carefully followed up, and 
every step in the process of restoring normal conditions should be 
carefully watched. This requires administrative machinery. (4) 
The Sherman act needs supplementing. At certain points, at least, 
this is accomplished in the new anti-trust legislation which will be 
considered in a subsequent paper. 

But in its own field the Sherman act has a value all its own. 
No matter how carefully drawn the rules of the game may be, no 
matter how high the level set by the law for competition, new 
business situations, new conditions are bound to arise, not covered 
by specific statutes, and yet contrary to the generally accepted 
public policy of the maintenance of competition within its own 
proper field. The Sherman law, as a general declaration of public 
policy, has an elasticity and adaptability to new situations of all 
kinds not possible to legislation of a more specific sort. Its declara- 
tion of public policy is general enough so that it may gradually 
grow in meaning and change in application through judicial decision 
as the common law has grown and changed. So long as the pres- 
ervation of competition in that large part of the industrial field 
in which it is feasible is public policy, why should we not, through 
such a statute, continue to give to the federal courts jurisdiction 
in cases involving the assertion of that public policy? But, it 
needs amendment in the ways which have been indicated. 


Attyn A. YOUNG 
CoRNELL UNIVERSITY 





STANDARDS OF SICKNESS INSURANCE. I 


With the rapid conquest of public opinion over popular pre- 
judices in matters of employers’ liability, the United States stands 
committed to the policy of social insurance. Considering the 
enormous amount of legislative work required to effect the change, 
the progress made by the workmen’s compensation movement since 
Ig11 is amazing. 

Over one-half of the states had acts in force by January 1, 1915. 
Of the remaining states a good many are in process of passing or 
preparing their acts; only in the solid South may states be found 
in which no move toward abandoning employers’ liability has been 
started. But the acts of Maryland, Kentucky, Louisiana, and 
Texas are a significant indication that at least in this branch of 
labor legislation the “solid South”’ is solid no longer. 

Undoubtedly a good many, perhaps most, of the acts are far 
from granting all that may be expected of a system of workmen’s 
compensation. The radical changes already made in many of the 
acts, as, for instance, those of California, Ohio, Wisconsin, and 
Massachusetts, notwithstanding the very short experience with the 
original enactments, show that the whole matter of compensation 
is as yet in the formative stage. But the principle itself is prac- 
tically accepted without further discussion. The shortcomings of 
the acts are easily explained by lack of familiarity, on the part of all 
social groups concerned, with the problem at issue. With this issue 
practically settled, at least in principle, the attention of the pro- 
gressive student in social legislation may be centered upon other 
branches of social insurance. The flood of literature on compensa- 
tion has not subsided, but has acquired a deeper character. 

Instead of agitation, there is inquiry; instead of popular 
articles, specialized technical studies. The formation of the Ca- 
sualty Actuarial and Statistical Society of America has furnished 
a new important medium for the scientific study of statistical and 
insurance problems of compensation which were scarcely recog- 
nized three or four years ago. 
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Meanwhile, the first steps are being taken toward creating a 
sentiment in favor of other branches of social insurance. The 
First American Conference on Social Insurance, held in Chicago in 
June, 1913; the establishment of a department of social insurance 
in the Survey; the preparations for the International Congress on 
Social Insurance to be held in Washington in the fall of 1915*—all 
these are symptoms of the new movement. Sickness insurance was 
one of the main subjects of discussion before the meeting of the 
American Association for Labor Legislation in Washington in 
December, 1913. Old-age pensions and insurance have been 
thoroughly discussed in several state reports; unemployment 
insurance was emphasized in the recent conference of the 
American Association for Labor Legislation held in New York 
in March, 1914. 

It is impossible to prophesy with certainty which one of these 
branches of social insurance will be the next one to be taken up 
seriously by American legislatures. A good deal often depends 
upon sudden development of popular interest, or social pressures, 
as for instance the national excitement over the problem of unem- 
ployment in the winter of 1914, under the influence of the pictur- 
esque efforts of the I.W.W. to invade the churches of New York 
City. But a normal development of the social-insurance principle 
would seem to demand that the next step be taken in the domain 
of sickness insurance. 

Several reasons for this may be mentioned. Admittedly unem- 
ployment insurance presents many technical difficulties which even 
in Europe have delayed its development. In the problem of old- 
age provision we are necessarily confronted by the antagonism 
(more seeming than real, to be true) between the principle of 
insurance and the principle of gratuitous governmental pensions, 
which will delay legislative action for some time, especially in view 
of the growing popularity of the pension principle among organized 
workers. No such serious difficulties cone the development of 
sickness-insurance legislation. 


* Since this was written, the hope of holding the Congress in 1915 has been given 
up because of the war, but hope for a Congress at some future date has not been 
abandoned. 
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The precedents, not only of continental Europe, but of Great 
Britain as well, offer a reasonable argument. There is a material 
basis for legislation in the existence of voluntary sickness-insurance 
organizations of various types, and in the abuses discovered in 
connection with a certain type of commercial sickness insurance. 
Already a few bills have been introduced in various state legisla- 
tures, and there are many committees and commissions studying the 
problem and preparing statistical material or actual drafts of bills. 

In short, sickness insurance is at present going through the 
same stage which accident compensation went through four or 
five years ago. Perhaps a growth at similar speed may reasonably 
be hoped for, but the same or similar difficulties must be expected 
and if possible some of them should be prevented. The bewilder- 
ing variety of plans, systems, methods, and provisions of work- 
men’s compensation found in the acts already passed may be 
defended on the ground that the country has been divided into so 
many experimental laboratories, in which the various products 
of ingenuity are being tried out, with the hope that the best plan 
will win in the end. 

But after all it must not be forgotten that frequently it is a very 
painful process of human vivisection, and that many of these 
experiments are so poorly planned that it is very difficult to justify 
them from a scientific point of view. Our numerous and varied 
compensation acts not only contain many provisions eminently 
unjust, but too frequently show a very poor, almost inexcusably 
faulty technique of construction. Many errors have been com- 
mitted which but repeat the errors of the early history of the 
compensation movement in Europe, and others which nothing but 
the grossest ignorance of the underlying problem can explain. 
Time and habit give sanction to the worst errors of inefficient 
lawmaking, and we are perhaps farther away, at least for the 
time being, from efficient uniformity in compensation legislation 
than we were two years ago. 

There seems only one way in which similar confusion in the 
other fields of social insurance, as they develop in this country, 
may be prevented or at least mitigated, and that is careful discus- 
sion of the basic principles during the preliminary stages of, and 
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side by side with, the propaganda which must prepare the ground 
for legislation. 

An effort is made in the following pages to sketch the outline 
of the basic principles underlying a broad system of sickness 
insurance, with the hope that it will be of some assistance to those 
who are trying to preach or teach it to public opinion, or who have 
gone so far as to prepare drafts of legislative enactments. In 
developing these principles the writer did not venture to draw 
too much upon his constructive imagination, though he is ready 
to admit that such “social invention,” as it has been recently 
called, is very necessary and perhaps essential. Whenever such 
“‘social invention”’ is undertaken, immediately the land of doubt 
is reached and perhaps it would seem wiser and safer not to 
venture into it alone. But the wealth of European experience 
has already established some fairly well-defined dicta, and at 
least through their study serious errors of commission may be 
prevented. 

In drawing references from European experience it was sufficient 
to keep in mind the main types, and for this purpose three countries 
have been selected, representing the three distinct and perhaps 
most important types. These countries are Germany, Great 
Britain, and Denmark. 

The systems of Germany and Great Britain are at present the 
two most important systems of sickness insurance, both being 
compulsory but with the important difference that Germany not 
only prescribes the obligation to insure, but also indicates the 
insurance-carrier, while the British system leaves the selection of 
the insurance-carrier to the free choice of the insured. Denmark 
has perhaps the best voluntary system of sickness insurance in 
Europe, and has been selected for this reason. 

The three types represented by these three countries may be 
described as follows: (1) voluntary insurance with state subsidies 
(Denmark); (2) compulsory insurance with a practically prescribed 
insurance-carrier (Germany); (3) compulsory insurance with free- 
dom of choice of insurance-carrier (Great Britain). 

Compulsory or voluntary imsurance?—The crucial question 
which demands an answer at the very outset is whether a voluntary 
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or a compulsory system is contemplated. Almost all other pro- 
visions of the system depend upon this. 

Voluntary insurance against sickness, as against accidents or 
other emergencies, exists as a spontaneous growth in this country 
as in almost all others. Both the commercial and the mutual, 
co-operative forms are well known. When, however, voluntary 
insurance is spoken of in connection with social-insurance problems, 
something more than platonic indorsement of existing provisions 
for voluntary insurance is meant. It is assumed that the state 
must take some definite steps to stimulate and encourage, or at least 
to control and protect, these spontaneous efforts. If compulsion is 
rejected, the choice is left between various degrees of assistance 
and guidance of the voluntary systems by governmental authority. 

Accordingly, three systems of sickness insurance may be recog- 
nized in Europe, placed here in the logical order of development 
toward a comprehensive system rather than in strict chronological 
sequence: (1) voluntary insurance, regulated by state authority; 
(2) voluntary insurance with substantial state subsidies in addition 
to regulation and control; and (3) compulsory insurance. 

In comparing these three systems, the first noteworthy fact 
is the strong and increasing tendency toward compulsory insurance 
throughout Europe. Beginning with the German system estab- 
lished in 1884, no less than nine European countries (Germany, 
Austria, Hungary, Luxembourg, Norway, Servia, Great Britain, 
Russia, Roumania, in chronological order) have established sys- 
tems of compulsory sickness insurance for all or part of their wage- 
workers, and in addition many other countries, not popularly 
credited with compulsory systems of social insurance, nevertheless 
have such systems for certain groups of wage-workers (largely 
those employed in mining, railroading, and navigation) in virtue 
of special legislative enactments (Belgium, Italy, France, and 
Spain). Subsidized voluntary insurance against sickness may be 
said to exist in five countries only: Sweden, Denmark, Belgium, 
France, and Switzerland. The most important systems are those 
of Denmark and Switzerland. That of the latter, however, is still 
in the making, and the Danish presents the highest development 
of this form of social insurance. The purely platonic attitude of 
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regulation persists in a very few European countries only. Great 
Britain and Switzerland have abolished it within the last half- 
decade. Italy, Holland, and Belgium (and perhaps France) may 
be included in this group. 

The lesson of history is therefore strongly in favor of the com- 
pulsory principle in this branch of social insurance. Evidence to 
that effect has been strengthened within the last few years. After 
the organization of the first two or three compulsory systems in the 
early eighties, there seems to have been a twenty-year period of 
testing the experiment. As a result of this test the years 1909-12 
have brought five new national compulsory sickness-insurance 
systems in Europe. 

Argument for compulsion.—What considerations have brought 
about this victory of the compulsory principle ? 

1. The demonstrated inability to bring the reediest strata of 
the working class into the system by any measures short of com- 
pulsion. Under all voluntary systems the proportion of the insured 
in a definite labor group is in inverse ratio to its economic status. 
Ability and willingness to meet the cost of insurance presuppose the 
existence of some surplus in the budget and a sufficient cultural 
status for the appreciation of the advantages of the insurance 
principle. Both are least present in the lower strata of the wage- 
working class where disease is most frequent and the economic need 
caused by disease greatest. Experience has proved that only by 
compulsion can these be reached. 

2. Shifting the burden of insurance. A study of the social 
causes of disease establishes at least a partial responsibility for 
illness on the part of industry and society. Justice would require 
that industry and society should share in the cost of sickness insur- 
ance. But besides this argument of abstract equity, there is the 
economic fact that for a large proportion of the wage-workers the 
earnings are such as to make the cost of insurance too heavy a 
burden. Both equity and necessity require that at least part of 
this burden be shared by other classes of society. The subsidized 
voluntary system recognizes this, and endeavors to relieve the 
burden by a state or local governmental subsidy. But only through 
a compulsory system does it become possible to shift part of the 
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cost upon the employer and upon industry at large. The essential 
feature of compulsion is exercised upon the employer who is forced 
to meet part of the cost. 

3. Standardization of the insurance system. Not only the 
quantitative, but also the qualitative, development of the insurance 
system must be considered. It is important, not only that all 
strata of working men be insured, but that the services rendered by 
the insurance institutions be effective and capable of meeting the 
problems which call for sickness insurance. Under a subsidized 
system an effort is usually made to accomplish this result by exact- 
ing certain conditions before the subsidy is granted. This method 
has reached its highest development under the Swiss law. But, 
at best, the requirements of a voluntary system cannot be far 
above the actual practice of the organizations existing at the time, 
or otherwise it is in danger of failing entirely. Thus, even in 
Denmark the quality of service is not always satisfactory, and is 
usually below that of the compulsory systems. On the other 
hand, both Germany and Great Britain present and enforce 
definite minimum requirements, which are adjudged practical and 
necessary, while the very contribution from industry makes a 
higher minimum possible. 

Extent of insurance —Having determined upon a definite system 
of sickness insurance, to whom should we make it applicable ? 

Under a compulsory system, this problem is somewhat more 
complex than if the system is voluntary. If the system is one of 
platonic regulation only, very few restrictions are necessary. But 
when a substantial public subsidy is granted, it must be justified 
by the economic status of the beneficiaries. In Denmark, mem- 
bership in the subsidized societies, with full rights as to subsidy, is 
permitted to “wage-workers, artisans, home workers, and employees 
and other persons in similar economic conditions,” while individual 
cases may be decided on their merits. 

Under compulsory systems numerous limitations are often 
found and some of these limitations may, for reasons of practical 
administration, be quite inevitable. 

The original German act of 1883 was rather limited, but was 
gradually extended by numerous amendments to new industrial 
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groups. Roughly, the act of 1903, in force until the recent revision 
of the whole insurance code in 1911, included practically all industry, 
building, mines, quarries, transportation, commerce, and certain 
office employees. The act of 1911 broadened the application of the 
law so that practically all employees are included. The large 
groups brought under the law for the first time are the agricultural 
laborers, domestic servants, and home workers, about 5,000,000 
in all. 

The British act, adopted many years later, from the first 
endeavored to be practically universal in its application. It covers 
all employed persons with a few exceptions of minor importance, 
explained by special considerations, such as previous existence of 
similar provisions. 

The lesson of European experience, therefore, is decidedly for a 
broad general act, rather than one limited in its application. It 
will probably be argued that it would be better to begin on a small 
scale, as Germany has done. But it must not be forgotten that 
we are entering the field thirty years later, and in face of a wealth 
of experience, while Germany was forced to undertake experimental 
work in an untried direction. Of course specific exception may 
be necessary, often depending upon local conditions. But the 
basic rule, or at least the ideal, should be general application. 

The large groups, concerning which a definite decision must be 
arrived at in the very beginning, are four or five: (1) agricultural 
laborers, (2) domestic servants, (3) home workers, (4) casual and 
irregular employees, (5) government employees. Undoubtedly in the 
case of each one of these groups special conditions exist which may 
require special consideration in the act, or in the detailed regulations 
which must be left to some administrative body. Detailed dis- 
cussion of all these specific conditions is impossible in a brief outline 
of standards, such as is here intended, but the main point involved 
may be indicated here. 

The history of compensation legislation in this country has 
already demonstrated that there is a well-proved tendency to 
except many of these groups. The argument is often lack of 
necessity for inclusion upon the plea either that the occupations 
are non-hazardous, or that the wage contract usually presupposes 





STANDARDS OF SICKNESS INSURANCE 229 


reasonable care during disability. That is frequently stated to be 
the case with the agricultural laborers and domestic servants. In 
many cases there may be a basis for this contention; but it cannot 
be universally true. Neither farmers nor housewives will support 
for an indefinite time disabled employees or widows and orphans 
of those fatally injured, and the peculiar conditions of the implied 
wage contract (in so far as they are not exaggerated) may at 
best demand only a modification and not an abolition of the 
compensation principles. Nor are the broad statements as to 
the lack of hazard at all based upon actual facts. The truth 
of the matter is that the exclusion of farmhands or domestic 
servants is due to the entirely different reason of expediency—to 
inability or unwillingness to force the additional charge upon 
farmers or householders. 

The reasons for excepting these two groups from the benefits 
of the sickness-insurance scheme are even weaker than in case of 
compensation, for the arguments in favor of the system are not at 
all based upon any specific occupational hazard. Only on a ground 
of political expediency—the numerical and political strength of the 
farmers, the objection of the housewife to stamp-licking—can their 
exception be justified. Such compromises may temporarily be 
necessary, but it is better to be aware of the nature of such excep- 
tions. The theoretical standards must include both. 

Still stronger is the argument in favor of inclusion of the home 
workers and casual employees. Both of these groups are probably 
at the very bottom of the economic scale. The economic and 
hygienic effects of illness among them are extremely serious. The 
cost of the insurance to the employer cannot be considered an 
excessive charge. But the exclusion of these two groups is often 
justified on entirely different grounds, namely by administrative 
considerations. When the conditions of the wage contract are 
temporary or involved and indefinite it is not always a simple 
matter to provide for the necessary administrative machinery to 
keep these two groups insured and enforce the employers’ con- 
tribution. But the experience of Great Britain has demonstrated 
that it is not impossible to devise administrative methods to 
realize the insurance of these groups. The details are perhaps too 
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complicated to go into at any great length. Moreover they do 
not constitute an essential aspect of the general standards. Differ- 
ence in conditions may call for different provisiths in this country. 
It may seem better not to embody such administrative details in 
the act, and the administrative machinery created for the system 
may be trusted to possess enough inventive spirit to adopt European 
methods or devise new ones. But it is important to insist that the 
classes in question should not be excluded. 

The situation is somewhat different in regard to government 
employees. The only reason for excluding them may be the perma- 
nency of their employment contract and, in addition, the provisions 
for disability already existing and often more liberal than those 
that a universal sickness-insurance system can offer. These con- 
ditions, however, seldom apply to the industrial employees of the 
government. No exception of government employees as such 
appears necessary, though the system established may contain a 
general proviso for distinct treatment of all groups already pro- 
vided for in a different way. 

A few words may be said in regard to the limitations upon the 
extent of application of a sickness-insurance system. 

Age limits have been suggested, on the plea that minors, who 
while employed are not necessarily fully self-supporting, might be 
excepted; in Great Britain, persons who reach the pension age 
are also excepted. No good reasons for any such exceptions pre- 
sent themselves in this country—the fact of employment is of 
decisive influence. All restrictions would have the additional 
drawback of causing false statements, whether the influence might 
be toward or away from insurance. 

More important is the restriction as to the size of the annual 
income which is found in most compulsory acts. In the case of the 
wage-workers employed in manual labor, such restrictions seem 
hardly necessary. The margins within which wages fluctuate are 
after all limited. They seldom rise to a level where sickness 
insurance would be altogether unnecessary, and still more rarely do 
they remain on such a high level for a long time. Unemployment 
frequently reduces even the unusually high weekly wage to the 
basis of modest annual earnings. 
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But the situation is somewhat different in regard to salaried 
employees, who are included in a sickness-insurance system. The 
meaning of the term is not a rigid one. While a majority are 
wage-workers in everything except the technical nature of their 
work and the lesser frequency of payment periods, the class includes 
a small proportion of persons of very high incomes, to whom neither 
compulsion nor subsidy from employer or state would appear 
necessary. Some maximum limitation, therefore, appears useful. 
In Germany this has been placed at 2,500 marks. In this country, 
a limitation of about $1,200 or $1,500 a year would probably 
reach to the same economic level. 

In other words, the presumption must always be in favor of 
inclusion. From a social point of view such wide leaks as were 
left in most of our compulsory acts are not at all defensible. The 
two greatest systems of sickness insurance, those of Germany and 
Great Britain, are almost universal as indicated by statistics of 
membership. In Germany, about 1910, approximately 14,000,000 
were insured, constituting about 22 per cent of the population. 
The increases of the act of 1911 must have raised the number to 
some 19,000,000, or about 30 per cent. In Great Britain, the 
number of insured reached 14,000,000, or over 30 per cent. The 
same percentage would give in this country from 27 to 30 million 
insured, comparing well with the number of persons gainfully 
employed. 

In this connection, the results of the voluntary insurance 
system in Denmark are interesting. In 1910 there were some 
700,000 insured, out of a total population of 2,750,000, or about 
25 per cent, which would seem to indicate a very favorable pro- 
portion in the absence of compulsion. ‘These figures are very decep- 
tive, however. Of the total number insured, women constitute 
somewhat more than the majority, because married women may 
insure under the law; so that the number of families actually pro- 
tected is only about one-half, and the proportion of insured males 
not over 25 per cent, while both in England and in Germany 
nearly 50 per cent of the male population are included. 

Voluntary insurance—It is necessary to remember that what- 
ever advantage the voluntary insurance method possesses need not 
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be lost in a compulsory system. It is very easy to tack a voluntary 
system on to the compulsory one. Both Germany and Great 
Britain have done so. 

At least four distinct social groups may be mentioned, to whom 
the advantages of voluntary insurance may be offered. 

First, there are the persons who carry insurance for some time 
under the compulsory law, and who, because of an improvement 
in their economic status, rise out of the compulsory class. It is 
very desirable that they be permitted to preserve their member- 
ship, because their relief from compulsion may not be permanent, 
and because, having become used to this institution, they may 
consider complete retirement from it a hardship. The argument 
can be justly made by them that, having paid premiums while 
young and healthy, they are not fairly treated if required to aban- 
don insurance at an advanced age. Under this group may be 
mentioned female employees, who cease being wage-workers 
through marriage. A system which would not permit them to 
remain insured would appear discriminating against the majority 
of female employees. 

Secondly, there is a group consisting of members of a family 
working within their family, without any definite remuneration. 
As an illustration, the great class of farmhands working upon the 
family’s farm may be mentioned. When do they constitute an 
integral part of the family economy? No wages are paid, and 
in sickness they presumably will not be deprived of means of 
support. Yet the economic loss caused by sickness is not dimin- 
ished merely, but transferred from the individual to the family 
unit. The advantages of insurance are evident, but before a 
general compulsory system for this class may be advocated, the 
privilege of voluntary insurance may be extended to include it. 

Thirdly, there are all such wage-earners, or employees, as for 
some reason are not included under the compulsory system. If 
the reason for such exception is administrative rather than eco- 
nomic, it is evidently fair to permit them at least to come under 
the system voluntarily. 

Finally, if the whole theory upon which compulsory sickness 
insurance is based is at all correct, then the same economic argu- 





STANDARDS OF SICKNESS INSURANCE 233 


ments may be applicable even beyond the groups of wage-workers 
and salaried employees, to those whose economic status is but little 
better. We have in mind the small independent producer or 
shopkeeper, who often is forced to remain independent because he 
is unable to obtain remunerative employment, either in industry or 
incommerce. As illustrations of this group may be named cobblers, 
tailors, bicycle-repairers, etc. Even the employment of one or 
two helpers is not always evidence that these employers earn more, 
and therefore need sickness insurance less, than expert mechanics. 
The admission of such individuals into the sickness-insurance 
system causes no difficulties for the latter, and may be a great 
advantage. Of course, in the case of all these voluntary groups, 
there is no contribution from the employer, either because of the 
absence of one, or because of the evident difficulty of such con- 
tribution in case of voluntary insurance. But the advantages of 
voluntary insurance are found in the economical management and 
careful state supervision of the insurance-carriers, and perhaps also 
in the government subsidy in which those voluntarily insured may 
be permitted to share. The question of such subsidy will be dis- 
cussed in a subsequent section. 

In any case, the existence of such advantages may require a 
limitation even to the voluntary insurance, and a convenient limita- 
tion may be found in the amount of annual income. Under the 
present level of prices, an annual income of $1,500 may present a 
convenient dividing line, above which we find families able to solve 
the problem without any government compulsion or subsidy. Yet 
no dogmatic importance need be attached to this line of division. 
It will be necessary in the beginning, because the need of social 
insurance must still be argued from the economic necessities of the 
wage-workers; but in Europe at present this demand for the 
extension of the social-insurance methods to the middle class is 
very great, and in many instances has led to legislation. 

Disabilities covered—The term “‘sickness insurance’’ may per- 
mit of several interpretations. The various branches of social 
insurance gradually merge into one another. As it is often difficult 
to draw the exact line of demarkation between disease and industrial 
injury, sickness insurance often merges into accident insurance. 
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Even disability consequent upon old age is not always easily dis- 
tinguished from sickness, and between these two lies the entire field 
of permanent invalidity. As a matter of fact, the artificial lines 
of division between the different branches of social insurance estab- 
lished in different countries do not often coincide. When the 
structure of social insurance is complete, these lines of demarkation 
are perhaps of secondary importance. Their effect is felt primarily 
in the different incidence of cost, which is far less important than 
the existence of the provision. When the social insurance is only 
in the making, however, these exact circumscriptions of the field 
to be covered by every new plan proposed often determine the 
time when a certain group of cases of destitution is to receive the 
necessary relief. It is imperative, therefore, that the exact limita- 
tions of the phrase ‘‘sickness insurance”’ be carefully defined. 

Disease and accident—Under this caption two problems present 
themselves, that of industrial and that of non-industrial accidents. 
The great publicity given to the question of workmen’s compensa- 
tion during the last few years has thrown the question of non- 
industrial accidents into obscurity. 

Accidents may be defined as traumatic diseases (diseases or 
conditions brought about by external violence). Wage-workers, 
like other people, are subject to all these accidents of everyday life 
which are so frequent, particularly in this country. Perhaps few 
writers on the subject appreciate the importance of the non- 
industrial accidents. Out of 538,808 cases treated by the famous 
Leipzig local sick fund in 1887-1905, 62,295, or 11.5 per cent, 
were cases of non-industrial accidents, while the number of 
industrial accidents was only 42,893, or 8 per cent. 

It is the uniform practice, therefore, in practically all sickness- 
insurance systems, to treat cases of non-industrial accidents 
exactly in the same way in which cases of sickness are treated. 
The only notable exception is the new law of Switzerland, which has 
brought into existence a special system of insurance against non- 
industrial accidents. Under this system more substantial benefits 
are given than otherwise would be due, but the necessity of further 
complicating the structure of social insurance seems to be a seri- 
ous objection. Of course non-industrial accidents often result in 
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permanent disability which the sickness-insurance system usually 
does not take cognizance of, but it seems preferable to treat such 
cases in the same way in which other cases of invalidity are treated. 

Somewhat more complicated is the question of industrial acci- 
dents. The treatment of such cases largely depends upon whether 
or not accident compensation exists at the time of the establish- 
ment of the sickness-insurance system. 

In Europe sickness-insurance systems have been established in 
a few cases before accident compensation. It is quite certain, 
however, that in this country a sickness insurance has no chance 
at all in any state before an accident-compensation law has been 
passed. Of course, if no accident-compensation law exists, the 
problem of industrial accidents does not seem to differ from that 
of non-industrial accidents except for one feature: there is the 
opportunity in many cases to collect more or less substantial 
damages from the employer. Even in case of non-industrial 
accidents, a similar opportunity often presents itself as against the 
responsible person, since the law of “public” liability is in practice 
very much more stringent than that of employers’ liability. 

It is not the intention of the sickness-insurance law to create 
a condition of over-insurance, where the benefits may be larger 
than the loss, but, on the other hand, verdicts in liability suits 
are not collected without great loss of time, and immediate aid 
may be necessary. The situation may require special adminis- 
trative provisions, not only in the case of non-industrial accidents, 
or industrial accidents where no compensation laws exist, but 
even in the presence of a compensation law, the application of 
which in most cases is subject to many narrow limitations. In 
other words, if in New York, for instance, an employee is injured, 
but for some reason finds himself outside of the protection of the 
compensation act, the sickness-insurance system should be made 
applicable. Where, however, the compensation law does apply, 
it is not and should not be the intention that double indemnity be 
paid. The simplest way would be an automatic rule, by which a 
case comes under the provision of either one or the other of the two 
insurance organizations. In practice, however, the line of division 
is not so well defined. In all the three countries whose systems are 





236 JOURNAL OF POLITICAL ECONOMY 


analyzed for the purpose of deriving a set of standards, the sickness- 
insurance carriers are required to carry part of the cost of accident 
compensation. 

Germany has found it expedient to place the handling and 
compensation of all industrial accidents for the first 13 weeks of 
disability upon the sickness-insurance funds. Accordingly, indus- 
trial accidents for the first 13 weeks are, with a few minor exceptions, 
treated like all other cases of sickness. Similar treatment is given 
to industrial accidents in most other countries with compulsory 
sickness insurance, though the period of disability, the cost of which 
is imposed upon sickness-insurance funds, varies. 

The argument which may be made in favor of such arrangements 
is that the sickness-insurance carrier has the necessary machinery 
for the handling of such cases. Since the vast majority of all cases 
of industrial accidents result in complete recovery before the expira- 
tion of 13 weeks (probably 94 per cent), the compensation-insurance 
machinery is relieved of the largest share of the work. A complete 
organization of a duplicate set of officers for handling the medical 
care and distribution of weekly benefits undoubtedly contains a 
serious element of waste. 

Where accident compensation has come subsequently to sick- 
ness insurance, the uselessness of such duplication has been appar- 
ent. But, on the other hand, the grave objection may be raised 
that such an arrangement, in a thinly disguised form, forces back 
upon the wage-workers part of the cost of the accident compensation 
which is admitted by the very theory of compensation to be a 
proper charge upon industry. In Germany, the defense against 
this charge is found in the employers’ contribution to the cost of 
sickness insurance. Even this defense, however, is absent in the 
case of Denmark, where the accident-compensation act does not 
come into play until after 13 weeks of disability, and all these 
cases are handled by the sickness-benefit funds, though the employer 
does not contribute anything to the support, and though insurance 
in these funds is voluntary and therefore not universal. 

Great Britain has not followed this rather objectionable method, 
perhaps for the reason that in that country compensation had 
existed for fifteen years before the sickness-insurance law went into 
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effect. The British law has, however, a waiting period of one 
week, unless the injury has lasted over two weeks. In such cases, 
the sickness-insurance system takes care of the injured. Moreover, 
the accident-insurance benefits being stated in percentage of wages, 
and the sickness benefits being specific (of which more later), cases 
may arise when the sickness benefits are higher than the accident 
benefits, in which cases the difference is paid to the injured from the 
sickness-insurance fund. 

Altogether, it is evident that the entire charge placed upon the 
sickness insurance through industrial accidents in Great Britain 
is not very great, and, in view of the substantial contributions by 
the employer to the sickness-insurance fund, it may be disregarded. 

In the United States, the corresponding provisions of the com- 
pensation acts place us in this respect between Germany and 
Great Britain. In most of the American acts, a waiting period 
of two weeks has been established, and only in a few states is it 
limited to one week. The two weeks’ waiting period represents 
a very serious problem; it has called forth severe criticism alike 
from labor organizations and from many social-insurance experts. 
It leaves a very large number of accidents without any compensa- 
tion. Efforts toward its abolition, or reduction to not over one 
week, are being made. Unless these efforts are successful before 
sickness insurance has been introduced there is serious danger of a 
part of the cost of compensation being shifted over to the sickness- 
insurance funds. In itself this cost may not be so very high, but, 
by increasing the apparent cost of sickness insurance, it may injure 
the cause of the latter. 

And yet there is undoubtedly a material administrative advan- 
tage in the very large number of minor injuries being handled by 
the sickness-insurance organization, whatever the type of the latter 
may be. ‘Being democratically managed, it offers less incentive to 
malingeriug and exaggeration, and since it requires a comprehensive 
organization of medical help, it may be able to furnish this at a 
lower cost than does the present organization of accident compensa- 
tion. 

Co-operation between the two systems is something very dif- 
ferent from shifting a part of the cost from the employer to the 
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employee. A workable agreement between the two systems, em- 
bodied in legislation, by means of which most of the minor cases 
would be handled by the sickness-insurance carriers, while the cost 
of such cases would be reimbursed from the accident-compensation 
fund, would furnish a constructive contribution to the practice of 
social insurance. 

Sickness insurance and occupational diseases——Until recently 
Great Britain was the only country whose compensation act 
specifically, and not by construction, recognized occupational dis- 
eases as a basis for workmen’s compensation. By judicial con- 
struction several American states have accomplished the same 
purpose, but the practice is far from uniform. It goes without 
saying that where occupational diseases have been left out of the 
compensation acts, they would be covered by the sickness-insurance 
law. But the fiscal principle of the shifting of cost is also involved 
here. Besides, if the sickness-insurance benefits be limited in their 
extent, as compared with accident compensation, there may still 
remain a very important argument in favor of bringing these 
cases under the compensation act. This is especially true in 
regard to cases of occupational diseases resulting fatally. 

Sickness and invalidity insurance.—The relation between these 
two branches of social insurance is very much more important 
than the last two or three problems discussed. A definite decision 
concerning this is necessary, at the very outset, because a good many 
problems of organization and finance are dependent upon it. It 
will be necessary, therefore, to go into some detail concerning 
this question. 

Theoretically, it is not easy to draw the dividing line between 
sickness and invalidity. One merges into the other. Under sick- 
ness so-called acute attacks are usually understood. Invalidity is 
permanent (or at least chronic, prolonged) illness and disability, or 
disability due to previous illness. Qualitatively, also, sickness is 
understood to carry with it total disability for the time being (or 
else the sick benefits are not granted), while the definition of 
invalidity may be more lenient, and may be interpreted to mean 
a substantial reduction of earning capacity, due to failing health and 
strength. Thus, invalidity gradually shades into old age at the 
other end. 
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It is quite clear that as an economic problem invalidity is of 
equal importance with that of sickness, and, as far as the individual 
cases are concerned, of even greater importance. There can be 
no question as to the desirability of the insurance method of pro- 
vision against it. The real problem is whether invalidity for 
insurance purposes should be merged with sickness, on which it 
borders on one side, or with old age, on which it borders on the 
other; or whether, finally, it should be made a matter for distinct 
treatment. 

The predominating method under compulsory sickness-insurance 
systems is to deal with temporary total disability, and leave 
invalidity to the old-age insurance systems. That is essentially 
the German plan, followed by most continental systems. Under 
this system temporary invalidity may be treated by the sickness- 
insurance institutions, primarily as far as periods of recuperation 
from acute illness are concerned; but outside of that a definite 
time limit exists beyond which the disabled cannot be cared for 
by the sickness-insurance carrier. 

In Germany, the dividing line between sickness and invalidity 
is the maximum limit of 26 weeks (raised in 1903 from the original 
13 weeks’ limit) which individual sickness-insurance funds may 
increase to a year. The invalidity and old-age insurance system 
handles both the cases of permanent invalidity and also the cases 
of sickness extending beyond the normal sickness period. The 
distinctive feature of the German system is that invalidity is 
defined as inability to earn more than one-third of the normal 
amount, and therefore embraces what in the jargon of compensa- 
tion is known as permanent partial disability. 

In Denmark, the system being voluntary, individual associations 
are permitted to determine the details for themselves; but accord- 
ing to the law, money benefits can be granted only in case of actual 
sickness and complete disability, not partial disability or invalidity. 
As a matter of fact, very few insurance funds grant benefits for 
over 13 weeks. 

In Great Britain, on the other hand, invalidity insurance is 
joined with sickness into one system, so far as organization and 
finances are concerned, although the benefits are different. The 
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invalidity benefits are termed “disablement benefits” and may 
be given for life, while sick benefits are payable for 26 weeks only. 
The definition of invalidity is strict and narrow, including only 
total disability, and is, therefore, more comparable to the benefits 
given in Germany to cases of sickness extending beyond 26 weeks, 
than to the German invalidity benefits. 

With the two great precedents of Germany and Great Britain 
entirely at variance with each other, the question as to the com- 
parative advantages of the two systems isnot aneasyone. Actuari- 
ally the treatment required by the two systems is not at all similar. 
As will be explained at greater length presently, when the financial 
basis is studied, sickness insurance deals mainly with a constant 
charge. While the rate of sickness increases with age, the 
rate of increase is not very great, and the average age of any 
industrial group is not very much subject to change. Since the 
maximum cost of any one case is limited, substantial reserves 
are scarcely necessary. 

Financially, sickness insurance is elastic; deficits, if any, develop 
rapidly and may be rapidly corrected. For this reason the German 
system can afford to leave the financial problems to the determi- 
nation of the separate sick funds. 

On the other hand, invalidity is largely a result of advancing 
age. Like old-age insurance, invalidity insurance requires sub- 
stantial reserve, if a rapid increase in cost of such insurance is 
to be prevented. Invalidity insurance is therefore a matter for 
long-term contracts; it is a permanent agreement which must 
be subject to strict control if the solvency of the insurance-carriers 
is to be guaranteed. For this reason, invalidity insurance (like 
old-age insurance) in Germany is carried on by the larger insurance 
institutes, which are practically state institutions and are all the 
time under strict government control. To insure a fair balance 
between income and expenditures a very careful actuarial study of 
invalidity statistics must precede the preparation of the rates. 

When invalidity benefits are combined with sick benefits, as 
was done in Great Britain, and one rate of contribution is quoted 
for both, all the actuarial difficulties of invalidity insurance are 
extended over the entire sickness-insurance system. The solvency 
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of the sickness-insurance carrier may be only apparent, because 
the funds which should have been accumulated to meet the future 
increasing charge of invalidity may have been utilized in payment 
of sick benefits. Nevertheless, if the sickness-insurance system is 
based upon compulsion to insure with a prescribed carrier, the 
financial difficulty may not be fatal. So long as the insurance- 
carrier is sure of its hold on a definite group of insured, it can meet 
the increased cost by distribution among all of them. The exces- 
sive burden may be felt, but cannot be escaped. But the British 
system unfortunately was based upon freedom of choice between 
insurance-carrier, and right of transfer from one carrier to another. 
Thus the financial problems became doubly complex. With a 
system of “level premiums,” with which the public is familiarized 
through life insurance (i.e., premiums which should be increasingly 
larger, but which are recomputed to equal annual amounts, so that 
in the early years the premiums represent an over payment, and 
in later years are below the necessary amount, and the reserve 
accumulated in earlier years is gradually absorbed in the course of 
years), the entrance of an insured of advanced age would represent 
a loss to the insurance-carrier, unless the reserve value at his age 
is paid. The British system, therefore, required a very complex 
system of bookkeeping with reserve values for each age, and cross- 
entries between different funds for every case of transfer from one 
fund to another. This again required the centralization of all 
funds in government institutions. Thus many difficulties of 
accounting and actuarial practice were created, which were 
increased by the very uncertainty of actuarial data upon which 
all computations were made. A large share of the criticism of the 
British system emanates from these difficulties, while the German 
system dealing with sickness only has the advantage of simplicity 
and freedom from actuarial complications. 

An explanation of the differences between the German and 
British methods may be found in the different provision made by 
the two countries for old age. Germany with its system of com- 
pulsory old-age insurance could very readily extend the activity 
of its insurance institute to cover invalidity as well. The British 
National Insurance act found Great Britain already in possession 
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of a system of non-contributory old-age pensions. Public opinion 
would not have countenanced the addition of non-contributory 
invalidity pensions (although there would have been a precedent 
for it in the French old-age pension act of 1907, which includes 
invalidity), and a separate organization for invalidity probably 
appeared too complex. A practical way out of the dilemma 
appeared in the combination (rather unusual in the history of 
social insurance) between sickness and invalidity insurance. 

In this country the field is open for either method; we have 
neither compulsory old-age insurance nor non-contributory old- 
age pensions, nor has either of these two methods as yet entered the 
domain of practical politics. Both methods have already received 
the support of some theoretical propaganda; so far as popular sup- 
port is concerned, the advantage seems to be on the side of non- 
contributory pensions, which have achieved considerable popularity 
among organized labor. Some preferences either for or against 
inclusion of invalidity may come as a result of partisanship in favor 
of either of these two plans. Adherents of non-contributory 
old-age pensions may prefer to see the problem of invalidity settled 
in connection with sickness insurance, with the hope of thus facili- 
tating a system of non-contributory old-age pensions. 

It should not be assumed, however, that these two problems 
stand te each other in the relation indicated. The question of 
comparative advantages of non-contributory pensions and com- 
pulsory insurance for the purpose of old-age relief may be decided 
on its own meritsin due time. The present task of carrying through 
a system of sickness insurance will be very much simplified if it 
be kept separate from that of invalidity insurance. 

Besides, the decision in favor of keeping these two branches 
of insurance actuarially distinct need not at all interfere with the 
simultaneous introduction of both systems, even by the same 
legislative enactment, as, for instance, the entirely intependent 
systems of sickness and unemployment insurance have been estab- 
lished by the British National Insurance act of 1911, and as acci- 
dent compensation and sickness insurance have been combined in 
the same Swiss law. Nor would it make some co-operation between 
the administrative organisms of the two systems impossible. The 
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only step that is here urged is that the actuarial foundations of the 
two systems be kept independent of each other, and the advantages 
of freedom from actuarial difficulties should be preserved for the 
sickness-insurance system as they easily can be. 

Organization of sickness-insurance carriers——In sickness insur- 
ance the question of type of insurance-carrier is very much more 
important than in compensation, and its discussion must precede 
that of all other details. 

In compensation insurance, the essential problem is that of 
regulating the duties of one social class to the other. The extent 
of these duties must be very clearly stated, while in the method of 
meeting them, a certain latitude may be permitted. A compensa- 
tion law only establishes the employers’ liability on a new basis. 
If the insurance method is made compulsory, it is largely for the 
purpose of securing the payment of benefits established by the law. 
In actual practice as it has developed in Europe as well as in the 
United States, a great variety of insurance-carriers conduct com- 
pensation insurance, beginning with private-stock insurance com- 
panies, and up to purely governmental insurance funds. 

Competition is frequently allowed between insurance-carriers 
of different types because it is believed that such competition will 
reduce the cost of insurance. It is usually assumed that the 
employers’ class, being the class possessing business sense, will be 
able to decide as to the comparative advantages of the different 
insurance-carriers. Of course, public control over the private 
insurance-carriers is often found necessary, in order to secure 
fair adjustments of claims. Where state insurance-carriers con- 
duct the business, they are usually self-supporting. If a state 
subsidy is given, protests are frequently heard that this is an 
unjustifiable dissipation of public funds for the purpose of subsi- 
dizing private employers, who are not the objects of social insurance. 

The situation is evidently different in cases of sickness insurance 
where a considerable share of the cost is borne by the very class 
whose economic interests are to be protected. Contributions from 
the employer, and, in some countries, from the public treasury as 
well, are justified largely by the inability of the wage-workers to 
meet the entire cost. 
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The object of social sickness insurance is to give the insured 
as large a return for their contributions as possible. As a result, 
practically all social insurance against sickness in Europe is con- 
ducted by institutions or organizations of a public character, with 
the element of commercial profit entirely eliminated. 

As to the actual type of the institution, there is considerable 
variation. In American literature “‘social insurance” is often 
used interchangeably with the term “state insurance.” Yet there 
is very little direct “state insurance’”’ in the field of sickness insur- 
ance, such as is found in the German old-age insurance system, or in 
the various state insurance organizations provided for compensation 
insurance in several American states, as Washington, Ohio, Cali- 
fornia, or New York. The term “‘state insurance” may be applied 
only in the sense of a very definite control, supervision, regulation, 
and financial subsidy. But in face of all these facts, a public 
co-operative institution may be very distinct from a state insti- 
tution. 

Perhaps the British system of all European systems of sickness 
insurance comes nearest to being a state insurance system, but 
even then, as will be explained presently, the insured individual 
deals with a public organization of a local character, and only the 
latter carries, as it were, with the state. 

It is important to keep in mind this distinction between “state”’ 
and “public” insurance-carriers, because already there may be 
observed symptoms of a tendency in this country to carry the 
principle of direct state insurance from compensation into the sick- 
ness field. At least a few bills have been drawn to that effect. It 
is too early to say whether even in compensation the principle of 
bureaucratic state insurance has proved a success. But the entire 
growth of sickness insurance has been through development of the 
co-operative effort and democratic organization, and their results 
were too great to be neglected in favor of purely bureaucratic 
management. 

As already indicated, the type of sickness-insurance organiza- 
tions must largely depend upon the generic plan of insurance, 
whether it is voluntary or compulsory, and if the latter, whether the 
compulsion to insure leaves the choice of the particular carrier free 
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to the individual. In the three countries taken as types, all the 
three forms may be recognized. 

In Denmark, the whole organization being voluntary, insurance 
is carried on by voluntary “recognized” societies. The state 
grants ‘‘recogniiion’”’ and subsidies, in return for which it retains 
the right of supervision, and prescribes certain conditions which 
tend to standardize the activity of the fund. The one definite 
requirement which it must strictly enforce is that the organization 
receiving recognition and subsidy be kept free from any private 
profit-making. 

Impartially the state is ready to encourage all types of organiza- 
tion, and if nearly 95 per cent of these funds are of the local type, 
embracing members of different trades and occupations, in a 
definite locality, that is the result of spontaneous growth. The 
remaining funds are either “‘trade funds” or factory or establish- 
ment funds, also local in their character. 

Undoubtedly establishment funds have a certain administrative 
advantage, provided they are big enough for insurance purposes. 
Trade funds have the actuarial advantage of a tendency toward 
greater uniformity of sick rate, but they are practical in large cities 
only. 

The variety of sickness-insurance funds existing in Germany 
has often been noted in American writings. It is unnecessary 
to go over the details of the different funds—local sick funds, estab- 
lishment funds, building, miners’, and other trade funds, practical 
aid funds, and the recently organized rural sick funds. 

Nevertheless, the German system is built upon the principle of 
Zwangsversicherung, i.e., insurance with prescribed carriers. The 
seeming inconsistency between the principle of Zwangsversicherung 
and the variety of existing types is not sufficiently understood 
by American students and requires some explanation. 

All compulsory sickness insurance has grown out of voluntary 
mutual insurance. The situation found in Denmark at present 
existed in Germany at the time the sickness-insurance law was 
adopted, though perhaps not in the same degree. The existing 
spontaneous institutions (local, trade, and establishment funds) 
were too valuable to be destroyed; besides, to destroy them would 





246 JOURNAL OF POLITICAL ECONOMY 


have created a serious opposition to the whole plan. The existing 
institutions were preserved, and even the future formation of such 
forms of sick funds, which often have their serious advantages, 
is provided for. Nevertheless, the ideal or normal types were 
indicated in the law. These are the local funds, either for all 
trades, or for special trades, and establishment funds. 

Notwithstanding the multiplicity of funds, the choice is not 
left to the individual (except for the mutual-aid funds, referred to 
presently). The organization of exceptional funds was made for 
collective decision and governmental approval. Nevertheless, the 
history of thirty years of insurance has indicated the preference 
for local funds over all others, even over the establishment funds. 
Within the local funds themselves, a process of consolidation is 
taking place. 

The inclusion by the act of 1911 of the two largegroups, domestics 
and farmhands, led to the establishment of a new type, the so-called 
rural fund, which is also a local fund for workers of a lower wage 
scale. Out of some 20,000,000 insured, about 7,500,000 are 
insured in local funds, another 7,500,000 in “rural” funds, and 
3,000,000 in establishment funds, leaving only 2,000,000 for all 
other forms of funds. 

Among the local funds, the Leipzig fund, which embraces the 
whole city, is truly famous. Membership in mutual-aid funds 
(comparable to friendly societies of fraternal orders) as a substi- 
tute for insurance in the compulsory institutions is only tolerated, 
and at the price of forfeiting the employers’ contribution. 

It is not difficult to ascertain the reasons for this tendency. 
Sickness insurance is primarily a matter for local administration. 
A great deal must be lost by the geographic extension of the organi- 
zation. For one thing, the control over the beneficiaries is simpli- 
fied by localization. The financing is made very much cheaper, 
for the amounts dealt with, both in the income and in the outgo, 
are small. And perhaps the most important factor is the facility of 
organizing proper medical help, which is a very difficult under- 
taking for an organization with a scattered membership. Even the 
establishment funds, though possessing the advantages enumerated 
above, are not so desirable as the ordinary local funds, because of 
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the predominating importance of one employer and the financial 
danger which may develop out of one localized epidemic. 

Although the British National Insurance act has made very 
extensive use of German precedents, yet the organization of the 
sickness-insurance system in Great Britain has been built on 
diametrically opposite lines. Its basis is unrestricted freedom of 
choice as to the insurance-carrier. It is quite well understood that 
this is in deference to the strong British friendly societies, which 
correspond to the German mutual-aid funds (Hilfskassen) but 
have reached a very much greater degree of development. Not 
only did the British law leave these organizations undisturbed: 
it even refused to prescribe a definite form of organization to supple- 
ment them. It is perhaps idle to speculate whether the authors of 
the British act were wise in this decision. The compromise was 
forced upon the British government by the strength of the friendly 
societies, for it is quite certain that no bill could have passed in face 
of a united opposition of the five or six millions of members of 
friendly societies. 

The British system is therefore based upon a voluntary choice 
of membership in some recognized mutual organization. At the 
same time the organizations have a practically unrestricted right 
of rejection of members (because the prohibition of rejection on the 
ground of age cannot be of practical value). 

What were the practical results of this system ? 

1. While it is true that the membership of the friendly societies 
has increased considerably, the most noteworthy feature was the 
establishment of ‘“‘recognized”’ societies by private industrial life- 
insurance companies, the membership of which exceeds five millions. 
While these “‘societies’’ must comply with the requirements of the 
law as to prohibition of profits and as to democratic management, 
it is nevertheless very doubtful whether this strengthening of the in- 
dustrial companies was contemplated by the National Insurance act. 

2. The lack of strict geographic limits of the activity of the 
friendly societies has created a very complex administrative prob- 
lem of the “‘isolated member.”’ In every large English city thou- 
sands of organizations have their representatives. The degree of 
participation of these members in the affairs of the societies must 
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necessarily be purely nominal, the control of the society over the 
beneficiaries difficult. 

3. A direct relationship between the friendly society and the 
medical organization became quite impossible. A very complex 
organization of medical aid became necessary, whose working 
efficiency compared with that in Germany must be low. The very 
task of bringing the physician and the insured together became a 
matter of great difficulty, requiring a complex system of various 
card catalogues with many millions of cards. 

4. Finally, the system created the problem of the uninsured, 
either because of unwillingness or because of inability to obtain 
membership in a ‘“‘recognized” society. The solution of this prob- 
lem by establishing the so-called “post-office contributors”’ is not 
a very happy one, since these are insured only up to the amount 
of their individual contributions, or rather not insured at all, but 
required to start compulsory saving accounts of very little value. 
It is true that the number of these residual ‘‘contributors”’ is not 
very large—only about half a million. Nevertheless they present 
an additional argument against the unsatisfactory methods of 
organization of the British sickness-insurance system. 

What is the lesson of European experience in regard to the most 
practical and efficient method of social insurance against sickness 
which should be advocated in this country ? 

It seems quite certain that it is not a method of direct insur- 
ance by the state. In a certain sense the British system may be 
described as such a direct system. Though ostensibly based upon 
a freedom of choice as to the insurance-carrier, and shaped with 
due and perhaps excessive regard to the wishes of friendly socie- 
ties, it nevertheless concentrates the financial transactions in a 
governmental commission, where a bewilderingly complex system of 
bookkeeping controls the income and outgo of every ‘“‘approved”’ 
society, the transfers of membership, and the resulting movements 
of reserve values, etc. The system is “national” in that it embraces 
the whole nation, but largely governmental in its operation, and 
much less ‘‘national”’ in the better sense than is the German system. 

Outside of this one precedent the entire lesson of history is 
in favor of the “local” public fund, whether built upon trade lines, 
where the number of insured is sufficiently large, or embracing all 
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the wage-workers of a locality. Of course no purely mechanical 
regularity as to these local funds need be required. As a rule it 
is desirable that they agree with the political subdivision, whether 
it be a county, township, or school district. In larger cities the 
organization of numerous funds may be encouraged in the begin- 
ning, because the administrative problems of such large funds as 
that of Leipzig are complex and should not be handled lightly. 

While the “local” fund should be put forth as the new organiza- 
tion to be created by the law, and also the typical one, it must not 
be made exclusive. The existing conditions and organizations 
must be carefully reckoned with. In approaching the problem of © 
sickness insurance the United States finds itself in about the situa- 
tion in which Germany was thirty years ago. All kinds of volun- 
tary sickness-insurance carriers exist, though the actual extent 
of their operations is unknown. A governmental investigation 
some seven or eight years ago indicated a membership of a little 
over one million, but probably failed to canvass the entire field, 
and since then the development of establishment and other funds 
has been very rapid. Perhaps fortunately, the American fraternal 
orders corresponding to the English friendly societies have selected 
the field of life insurance rather than that of health insurance, 
and therefore the influence of the existing organizations will not be 
so great as it was in Great Britain. But no unnecessary opposition 
need be created. 

The following forms of sickness insurance, already existing or 
to be created, may therefore be easily incorporated in the general 
scheme. 

Trade funds.—In large centers these undoubtedly have a cer- 
tain advantage of community of interests between workers in the 
same trades. Besides, the existing trade-union sickness-insurance 
funds may be readily adjusted so as to fall in with the general 
scheme. In the larger cities, the presence of cosmopolitan and 
polyglot populations may make such local funds somewhat difficult, 
and in view of the well-known tendency of many nationalities to 
concentrate in special trades a trade fund may have the additional 
advantage of racial homogeneity. 

Establishment funds.—These are gradually gaining popularity. 
Under present conditions of lack of control, they are subject to many 
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abuses, among which perhaps the most important are the insecurity 
of funds handled by the employer, and the arbitrary administra- 
tion by the latter. But with these conditions eliminated there is 
no reason why, in large establishments, funds should not offer a 
very convenient carrier for sickness insurance. 

Perhaps the most difficult problem is that presented by the 
existing sick-benefit societies, largely operated by working-men, 
but not on trade or local lines. The German Kranken- and Sterbe- 
kasse and the Jewish Arbeiterring are examples of these organizations. 
Often the social and political purposes of such organizations are as 
important to their membership as the functions of insurance. 
Their membership is scattered; it is not always limited to persons 
who would be subject to compulsory insurance. What shall be 
done with them ? 

As the participation in the insurance scheme carries with 
it substantial financial subsidies, pressure to admit these organi- 
zations may be expected. But, as will be explained later, the 
employer’s subsidy must carry with it his right to participate 
in the administration of the sickness-insurance fund, and these 
voluntary organizations are not likely to meet with favor any 
suggestions as to relinquishing to the employer their present inde- 
pendence. This alone would furnish many reasons for friction. 

If these independent organizations were permitted to enter 
the field of compulsory sickness insurance, a direct stimulus would 
be given to them for active soliciting of new membership, and a 
selection of risk would result to the detriment of the regular local 
funds. In other words, a wedge would be opened for the British 
system with all its drawbacks. 

It seems preferable to make an effort to eliminate them before 
they become « stronger factor in sickness insurance than they are 
now. Of course, that does not mean that their existence must be 
interfered with. But if membership in one of these organizations 
seems to any worker preferable to that in the usual local funds, 
that may be permitted at the cost of forfeiting the subsidy coming 
from the employer and the state. 

German experience shows that, notwithstanding these con- 
ditions, a certain membership in them will persist. Moreover, 
these strict conditions need not at all preclude the existence or 
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activity of the voluntary societies. Most of them combine other 
forms of insurance with that against sickness. They may still go 
on with those other forms, especially that of life insurance; and 
the fact that substantial sickness insurance will be obtained by 
their members through the regular compulsory system, at a cheaper 
cost to themselves, will permit a greater development of life insur- 
ance than before. They may also furnish additional insurance 
against sickness (the benefits under the compulsory system being 
necessarily limited). 

Central organization.—What has been said above refers primarily 
to the type of local insurance carrier. This, however, must be 
an organic part of the entire system. 

Constitutional difficulties will probably make any national sys- 
tem of sickness, or any other form of social insurance, impossible 
for many years. If progress is to be made in the near future, it 
must be, as it was in the case of compensation, on state lines. The 
brief experience with compensation has already indicated the main 
conditions of success of such social legislation. If special adminis- 
trative commissions with wide judicial and even semi-legislative 
powers delegated to them were found necessary for the successful 
administration of compensation, similar commissions will be needed 
for sickness insurance. Nor does there seem indicated a combina- 
tion of both branches of insurance in one commission, except per- 
haps in the smaller states. Quantitatively the problem of sickness 
insurance is the larger of the two. The proper launching of the 
system, the relations of individual members to the funds, the 
problems between the employer and employee, between employer 
and fund, between funds and the medical profession, between the 
funds and the state, the proper regulation of membership rates, the 
organization and the regulation of medical service, etc.—these are 
some of the problems that must be handled judiciously and ex- 
peditiously, as can only be done successfully by an efficient com- 
mission. 

The above represents the barest outline of the organization of 
sickness insurance. The functions which it must perform, and 
the ways and the means of performing them will be discussed in 
the following instalment of the study. I. M. Rusinow 


New York City 
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One of the most interesting developments in England that may 
be definitely traced to the outbreak of the war is the appearance 
of the currency notes. So different are these pieces of paper from 
the forms of money hitherto used in the country and so great are 
the possibilities of their influence on the monetary habits of the 
English people, that a recent writer has referred to the event as 
“the currency revolution.’* Such a designation may be extreme, 
but the new form of money is of great immediate interest and may 
be far-reaching in its permanent effects. 

For nearly one hundred years there have been no small notes 
used in England. In 1826 there was passed by Parliament an act 
which made it a penal offense to make, issue, publish, utter, or 
negotiate any note of a denomination less than £5, and the famous 
act of 1844 conferred upon the Bank of England an almost complete 
monopoly of the privilege of note issue. The result of these two 
pieces of legislation has been that notes of the Bank of England have 
been almost the only paper money used and that they have been 
issued only in denominations of £5 or higher. The government did 
not issue its own promises to pay for use as money, and as £5 notes 
are not of low enough denomination for general use by the public, 
the media of circulation have been (1) checks, (2) a limited number 
of Bank of England notes, and (3) gold, silver, and minor coins. 
Most of the bank notes have been held as reserve in the vaults of 
the joint stock banks. Even gold coin has been used only to a 
limited extent. As one writer, Mr. J. M. Keynes, has recently 
expressed it: ‘‘The uses of gold coin in Great Britain are now 
three—as the medium of exchange for certain kinds of out-of- 
pocket expenditure, such as that on railway traveling, for which 
custom requires cash payment; for the payment of wages; and to 
meet a drain of specie abroad.” 

This was the situation until the outbreak of the war last summer. 
The demand for gold at that time and the difficulties experienced 
by those who tried to secure it are so widely known that only a 

tH. J. Jennings, in the Nineteenth Century and After, November, 1914. 
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reference to the matter is necessary here. To meet the situation 
in England several very important steps were taken, among which 
was the decision to make use of government notes in small denomi- 
nations. 

The plan adopted to get these notes into circulation was as fol- 
lows: An act known as the Currency and Bank Notes act was 
passed. Under its provisions ‘currency notes’’ were issued through 
the Bank of England “to bankers as and when required up to a 
maximum limit not exceeding, in the case of any bank, 20 per cent 
of its liabilities on deposit and current accounts.” Notes were in 
this manner furnished to the Scottish and Irish banks of issue, the 
Post-Office Savings Bank, trustee savings banks, and other banks, 
all such issues being viewed as an advance to the bank and bearing 
interest at the current bank rate. The Treasury was secured by a 
floating charge on the assets of the bank up to the amount of the 
notes issued. Repayment by the bank at any time was permitted, 
and renewals of amounts repaid were provided for. The notes were 
issued in denominations of £1 and 1o shillings. In England and 
Wales they were to be utilized by the banks in meeting their obli- 
gations to the public and so pass into general circulation. In Scot- 
land and Ireland, where bank notes of small denomination were 
available, the currency notes instead of being issued to the public 
were to be used as cover for the banks’ own notes. 

Provision was made also for banks that did not require currency 
but did need credit, by arranging for the issue of certificates in lieu 
of actual notes, these credits being allowed on the same terms as 
the notes. Scottish and Irish banks could use the certificates as 
cover for their own note issues in the same way as they used the 
notes. Through this device some of the expense of printing and 
handling notes was saved. 

As the notes would pass into the hands of the public many of 
them would necessarily return in a short time to the Bank of Eng- 
land, either directly or through the banks. If returned to the Bank 
of England by the bank to which they were originally issued, their 
return would, of course, relieve the bank of liability. If returned 
by some other party than the bank originally receiving them, this 
would not occur, and some other means of relieving the bank of 
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the liability had to be provided. This was done by the very simple 
device of allowing a bank that had received notes to make repay- 
ment merely by establishing a credit account at the Bank of Eng- 
land, either by discounting bills or by depositing cash, and then 
applying this credit in payment of advances. The sums thus 
received by the Bank of England are then applied forthwith to 
canceling any currency notes that have been returned from circula- 
tion or, if in excess of such notes returned, are “carried to a separate 
account in the books of the Bank of England and applied to the 
cancellation of notes as and when they return from circulation.”’ 

Table I indicates the way in which these note issues were 
handled. The first column shows the total amount of notes out- 
standing, the amount given for August 25 being those still out from 
all issues prior to that date. After that date the amount gradually 
and regularly increased from £21,535,064.5 on August 25 to 
£38,478,164 on December 30. It is to be observed that the 
amounts do not indicate the aggregate issues up to the dates given 
but merely the net amounts outstanding. By January 13, the last 
date included in the accompanying tables, there had been issued a 
total of £74,244,685, but £37,039,606 had been canceled, leaving 
£37,205,079.5 still outstanding. A slight reduction in the amounts 
still out is to be observed on January 6 and January 13, leaving, 
however, a total still in excess of that for December 16. This 
decrease is slight and may be due to one or both of two influences. 
There may be a decrease in the demand for the notes and a conse- 
quent contraction in the issues, or there may have been an unusually 
heavy demand for notes to finance the ordinary year-end operations. 
The latter is apparently the case, as is shown by the following de- 
tailed statement of issues and cancellations: 








Notes Issued | Notes Canceled 


£ £ 
2,507,250 I 948,341 
3,977,500 1,596,722 
1,487,000 1,472,103 
1,409,500 1,916,551 
1,266,000 2,032,033 














This summary shows a heavy demand for the notes through the 
week of December 23, a demand which has since been decreasing each 
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week. On the other hand, cancellations declined during the period of 
increased issues but have grown larger again since the first of the 
year. This suggests that there is as yet no permanent decrease in 
the use of the notes and that there has been (up to January 13) a 
steady regular increase. 

This at once raises a question. Are these notes to be viewed as 
emergency issues or is there taking place a permanent change in the 
English monetary system? In the United States we also faced the 
necessity of supplementing our supply of money and issued the 
emergency circulation authorized by the Aldrich-Vreeland act. It 
has proved to be such in fact as well asin name. The emergency 
being over, we are retiring the notes. The situation in England to 
date seems different. Either the emergency is more prolonged than 
with us or the notes are to become a permanent part of the mone- 
tary system of the country. The advantages of a paper money over 
metallic are obvious, and there are strong arguments for replacing 
the gold in circulation with a medium of exchange that is more 
economical if not protected by a 100 per cent gold reserve or one 
which, if such a reserve is held, will place the gold itself in the pos- 
session of the Bank of England or the government. A similar sub- 
stitution has in recent years been taking place in other countries 
of Europe and may perhaps occur also in England. The extent 
to which this has happened to date and the manner in which it is 
being conducted are to be determined by an analysis of the other 
columns of Table I. 

Advances of these notes have been made to three classes of 
banks. To the Scottish and Irish banks the amounts were small, 
the maximum being £230,000 as of September 2, the total amounts 
being repaid by September 16. Since that date there have been no 
advances to this group of institutions. Advances to the savings 
banks, including both the Post-Office Savings Bank and the trustee 
savings banks, were at their maximum on September 9. At that 
date the amount was £4,600,000, of which £3,250,000 was to the 
Post-Office Savings Bank and £1,350,000 to the trustee savings 
banks. Although the former had received much the larger amount, 


* For a description of this see an article entitled ‘Currency Policy and the Euro- 
pean War,” by Charles A. Conant, in the Journal of Political Economy, October, 1914. 
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it repaid the advances much more rapidly, having settled in full by 
November 11, all of the £700,000 reported on that date being due 
from the trustee savings banks. By January 13 this had been 
reduced to £200,000, where it has remained. 

“Other banks” received much larger sums, the maximum 
amount of £6,071,650 appearing on August 25. This has been 
rapidly reduced, until on January 13 the amount was £154,000. 
Banks of all classes to whom advances have been made are thus 
responsible at the present time for only £354,000 of the £37,205,- 
079.5 of the notes outstanding. 

Students of monetary history scarcely need to be reminded of 
the dangers attending the issue of government notes. French expe- 
riences with the assignats, American Colonial paper currency, the 
paper of the Southern Confederacy, and the “‘greenbacks” are 
among the best-known illustrations of the temptation to excessive 
issues and the possibility of resorting to a suspension of specie pay- 
ments. So disastrous have been past experiences that the methods 
adopted by England cannot fail to be of interest. 

An examination of the last four columns of Table I will show 
the situation to date. Under the general heading ‘‘ Redemption 
Account” are given the three forms of security behind the issues 
for which the banks are no longer liable, i.e., coin and bullion, gov- 
ernment securities, and balance at Bank of England. These may 
be examined in reverse order. 

As the banks made settlement in the manner described above, 
the amounts paid in were merely transferred to the government’s 
account at the Bank of England. On August 25 this balance was 
£11,423,414.5, but was reduced the next week to £5,920,240. 
Since that time it has fluctuated from week to week, never falling 
below £5,000,000, however, until December g when it was reported 
as £2,281,034.5. On December 16, a week later, it was £1,8809,- 
943.5. An increase to £9,285,618 is to be observed on December 
30, followed by a decline to £1,427,533.5 on January 13. This last 
amount is the smallest balance at the Bank of England on this 
account since August 25, the first date for which we have informa- 
tion. The close relationship between the government and the bank 
(although the latter is, of course, not owned by the government) 
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makes such an arrangement entirely proper. A government bal- 
ance on this account would probably not be subject to criticism even 
though many times the size of any that have been held, nor would 
such a balance be a poor security for a note issue of the moderate 
size of the one we are discussing. 

The column headed ‘‘ Government Securities,” however, is very 
different. Just what these securities are has not been made entirely 
clear, but they may include some of the Treasury bills which have 
been issued from time to time since the outbreak of the war or 
advances to the government may have been made from this fund 
with even less formality... Apparently the need for funds has led 
the government to transfer its obligations to the “‘ Redemption 
Account,” securing the needed money by drawing down its balance 
at the Bank of England. Government promises to pay had been 
issued to the banks in return for a lien by the government on the 
assets of the banks. Liabilities of the banks to the government 
were thus created and have since been settled almost in full by a 
transfer of balance at the Bank of England to the government’s 
account. Instead of retaining these balances as an asset against 
the notes that are still in the hands of the public the government 
has drawn upon them in order to market some of its other liabilities. 

In other words, the government’s liability for the notes has as 
part security another government liability. This item first ap- 
peared in the statement of September 2 as £10,923,546. There 
was added £1,000,000 by October 7, £2,000,000 more by October 
14, and another £3,000,000 by December 9, the total on that date 
being £16,923,546. On December 30 this dropped to £9,923,546, 
a decrease of £7,000,000. Apparently funds had been secured in 
sufficient quantity (presumably through the large government loan 
floated at the time) to make possible the cancellation of some of the 
Treasury bills that were held in this account. This view is borne 
out by the increase of the balance at the Bank of England from 
£3,270,721 on December 23 to £9,285,618 on December 30. How- 
ever, this situation did not continue. By January 6, only one week 
later, the amount of ‘Government Securities” was £14,923,546, 


t That this has been done has been asserted by no less an authority than J. M. 
Keynes, in the Economic Journal, September, 1914 (both text and footnote). 
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an increase of £5,000,000 which largely offset the decrease of the 
preceding week. Fiscal needs were evidently urgent and this fund 
was again used. On August 25 the £21,535,064.5 of notes out- 
standing were protected in full by balances at the Bank of England 
and by claims on the assets of the banks to whom advances had 
been made. Although in form government promises to pay, they 
were essentially bank liabilities (with a government guaranty) 
because of the government’s claims on the banks mentioned. One 
week later £10,923,546, or over 43 per cent of the security for the 
£25,156,486 notes then outstanding, was another government lia- 
bility, leaving less than 57 per cent protected by the other assets 
then listed. On December 9 the £16,923,546 of government 
securities held were over 47 per cent of the £35,523,580.5 notes 
outstanding, leaving less than 53 per cent protected by other assets, 
while on January 13 government securities were over 40 per cent 
and other assets slightly less than 60 per cent. 

The last of the items in the redemption account is ‘‘Coin and 
Bullion.” This fund has been created by “earmarking” gold at 
the Bank of England for the currency-notes account. Beginning 
with £3,000,000 on September 9g, this gold reserve has steadily 
grown, until on January 13 it was £20,500,000. At first only 11.1 
per cent of the outstanding notes, it was, at the time of the last 
statement, 55.1 per cent. If this reserve continues to grow at the 
rate of £1,000,000 each week and the note issues grow less rapidly, 
it is evident that any danger of excessive issues will be eliminated. 
At present the amount of gold held in this account is a much larger 
percentage of the outstanding notes than our $150,000,000 gold 
reserve is of our issue of greenbacks, the latter being about 43 per 
cent. 

Viewing the currency notes account as it is presented in Table I, 
we find the situation is very encouraging. Although the note issues 
have grown and are still growing, the gold held behind them has 
increased until it is now held in an amount sufficient to justify con- 
fidence in the ability of the government to redeem the notes as pre- 
sented. The account may be presented, however, in another form 
that is not quite so encouraging although by no means a cause for 
alarm. The advantage in the statements as given in Tables II 
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and III is in their greater accuracy. Table I (which has been 
copied from the London Economist) is entirely correct, but conveys 
a wrong impression as to the nature of the assets and the changes 
that have been taking place. 
TABLE II 
CurrENcy Notes Account (Continued) 








ASSETS 





Coin and Bullion 





Amount 


£ 
21,535,004. 5 
14,232,940 
13,189,581 . 5 
12,993,386. 5 
12,797,848.0 
12,985,059. 5 
12,349,249. 5 11,923,546 
10,319,483 .0 13,923,546 
7,852,390.0 13,923,540 

5 

.o 

.o 

0 

-§ 

.o 

-§ 

5 





10,923,546 
10,923,546 
10,923,546 
10,923,546 
10,923,546 


7:943,144 13,923,546 
8,510,866 13,923,546 
8,255,406 13,923,546 
7,466,838 13,923,546 
6,710,936 13,923,546 
6,077,840 13,923,546 
3,100,034 16,923,546 
2,658,943 . 6,923,546 
4,039,721 . . 16,923,54 44.0 
10,054,618 ; R 9,923,546 25. 
Jan. 6 3,547,567 j , 14,923,546 | 39.3 
1,781,533-5 . 20,500,000 | 55.1 14,923,546 | 40.2 























Table II arranges the assets in three groups and indicates for 
the various dates the amount of each and the percentage that it 
bears to the total. It will be noticed that the amounts due from 
banks (which include both the banks to which notes have been 
issued and the Bank of England) have been declining. Starting at 
100 per cent on August 25, it shrank to 7.3 per cent by December 
16, rose to 26.1 per cent by December 30, and fell again to 4.7 per 
cent by January 13. From time to time the banks have repaid the 
amounts advanced to them. These repayments credited to the 
account of the government on the books of the Bank of England 
have then been used in two ways. Beginning with the week ending 
September 9, gold has been “earmarked” for the currency notes 
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account, viz., it has been segregated and thus made unavailable for 
any other use than the redemption of the notes. The fiscal needs 
of the government have, however, been so heavy that the balance 
at the bank has been used also to meet needs for current funds. It 
was remarked above that the notes as originally issued, although 
in form promises of the government, were essentially bank notes 
with a government guaranty, as there were bank assets behind these 
notes up to 100 per cent of their amount in the form of claims on 
the Bank of England and the various banks to which advances had 
been made. The fundamental character of these notes has thus 
undergone a complete change. Now they are secured only up to 
4.7 per cent of their amount by liabilities of banks, the remaining 
95.3 per cent of the security being in another form. 

There is repeated in Table II the column ‘Coin and Bullion” 
as given in Table I, and also “Government Securities.” For the 
latter (which it will be remembered is a liability of the government 
although listed as an asset to protect the currency notes) there is 
here given a statement of the percentage which the amounts of 
these securities bear to the notes outstanding. On September 2 
this was 43.5 per cent. As the government’s account at the Bank 
of England was increased and larger amounts of gold were “ear- 
marked” for the currency-notes account, this percentage declined, 
only to increase when, on October 7 and October 14, the amount 
of securities was increased. Again there was a decline, until on 
December 9 an increase of £3,000,000 in securities raised it to 47.6 
per cent. This was the highest point attained and was followed 
by a drop to 25.8 per cent on December 30, only to rise to 40.2 
per cent by January 13. It will be observed that this figure is 
practically the same as that of September 9, the general change 
since that date being the transformation of a large part of “‘Due 
from Banks” into “Coin and Bullion.” 

Opinions as to the changes that are here pictured will vary. 
The gold reserve behind the notes has increased both absolutely and 
relatively, but this has been accompanied by a more than corre- 
sponding decrease in the amount due from banks which has dropped 
from 100 per cent on August 25 and 56.5 per cent on September 
2 to 4.7 per cent on January 13. The two combined were 59.7 
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per cent on September 9 with government securities 40.3 per cent. 
Slightly over four months later, on January 13, the two were 59.8 
per cent and government securities were 40.2 per cent. 

Still another and better way to picture the situation is the 
method used in Table III. The notes and the government securi- 
ties are both government liabilities and are presented as such in 
the first two columns, with their total in the third column.’ Against 
these liabilities, which increased from £21,535,064.5 on August 25 
to £55,386,813 on December 23 and were still £52,128,625.5 on 
January 13, there is placed the sum of two groups of assets, i.e., 
coin and bullion, and accounts due from banks (including the Bank 
of England account). The amounts of each of these with their 
ratio to the total liabilities assumed, and their total, with its ratio 
to these liabilities, are given under the general heading ‘‘Assets.”’ 
The coin and bullion has grown from nothing to £20,500,000, or 
39.3 per cent, a ratio less complimentary than the 55.1 per cent 
given in Tables I and II. The amount due from banks has during 
the same period declined from £21,535,064.5 to £1,781,533.5, or 
from 100 per cent to 3.4 percent. The total assets dropped from 
the same amount—£21,535,064.5 on August 25 to £14,232,940 on 
September 2. After that date the amount gradually and quite 
regularly increased until it reached £21,539,721 on December 23. 
Then it rose sharply to £28,554,618 because of the decline in govern- 
ment securities and the accompanying increase in the balance at 
the Bank of England. Another decline has followed owing to the 
increase in government securities and the decline in the Bank of 
England balance. 

It is necessary to refer to the last column, which gives the ratio 
between total assets and the total liabilities, to appreciate the real 
situation. A glance down the column shows a sharp drop from 
100 per cent to 39.4 per cent, then minor movements up and down 
until at present the ratio is 42.7 per cent. The sharp increase on 
December 30 has already been explained and was followed at once 
by a drop to which we have also made reference. The present 


The fairness of thus combining them is dependent on the truthfulness of assum- 
ing that advances to the government are for current obligations. This seems entirely 
proper in view of the statement by Mr. Keynes already mentioned. 
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ratio is about the same as on September 9 and 16, October 7, and 
December 2. 

In other words, as the weeks have passed no permanent change 
has occurred in the ratio between assets and liabilities. The 
change has been (1) in the character of the notes which were at first 
essentially bank notes (with a government guaranty) but are now 
government promises to pay with a very slight amount of bank 
assets as security, and (2) in the gradual accumulation of coin and 
bullion in the place of ‘‘ Due from Banks.” 

It is not to be concluded that there is cause for alarm in the 
situation thus pictured. The Treasury Department has found it 
necessary to draw on the government balances at the Bank of 
England to an amount that is now £14,923,546. Needless to say, 
such a method of raising funds would, if indefinitely continued, 
jeopardize the entire arrangement. Accompanying this unfortu- 
nate, but perhaps unavoidable, practice, there has been a growth, 
slow but steady, in the amount of “earmarked” gold. Week after 
week this account has been increased and is now over 39 per cent 
of the total liabilities. In absolute amount the gold fund grew less 
rapidly from September 2 to December 23 than did the total 
liabilities, the former increasing £14,500,000 and the latter over 
£17,000,000. If we compare September 2 with January 13 we find 
an increase of £17,500,000 in the former and £14,000,000 in the 
latter. 

The future of the currency notes will be determined by the 
exigencies of the Exchequer and by the decision as to their proper 
function in the English monetary system. Assuming that heavy 
drains on the account to secure Treasury funds will not again be 
necessary, several possibilities appear. The notes may be treated 
as an emergency issue and retired as promptly as possible. As yet 
there is no evidence of any intention to do this, but it would prob- 
ably be accomplished by increasing the amount of “earmarked” 
gold. If the notes are retained as a permanent part of the circu- 
lation, they may be protected in one of two ways. 

The first method is to increase the coin and bullion from the 
present 55.1 per cent to 100 per cent of the notes outstanding, 
the government securities being withdrawn from this account. 
The currency notes would then become warehouse receipts for 
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gold, different in form, but similar in nature to the United States 
gold certificates. 

A second solution would be to determine upon a reserve that it 
seems wise to retain against them and hold that sum in gold as we 
hold $150,000,000 against our $346,681,016 of greenbacks. Such a 
plan would make them like our greenbacks. 

A third possibility is to protect them as the Dominion notes of 
Canada are protected. These notes prior to the outbreak of the 
European war were protected up to $30,000,000 by 15 per cent 
gold and 85 per cent Dominion bonds. Above the $30,000,000 
limit the protection was 100 per cent gold. This limit was changed 
in August, 1914, to $50,000,000 against which there must be a 25 
per cent gold reserve. 

Prophecies regarding the method that may be used would be 
idle, but it will be interesting to observe the outcome. For years 
we have been urging that a government should not confuse its fiscal 
and monetary functions. England has issued government notes in 
return for a lien on bank assets but has been gradually changing 
them into simple government promises protected by a gradually 
increasing gold reserve which is now over 55 per cent of the notes 


but less than 40 per cent of the total liabilities that have been 
created. Such a procedure is dangerous. If England does not 
solve the problem satisfactorily, her experience will add another to 
the numerous warnings of history against such a practice. 


ADDENDUM 


As this goes to press it becomes possible to include data not available 
earlier. The currency notes account for January 20 and 27, February 3, and 
February 10 is as follows, the table being merely a continuation of Table I 


above. 
TABLE I (Continued) 








REDEMPTION ACCOUNT 





° Notes 
JUTSTANDING Coin Ratio 
to | Government 


an 7 
Bullion | Notes | Securities 





£ £ Per cent £ 
36,026,841. 5 21,500,000} 59.7 | 13,923,546] 449,205.5 
3514090,143 22,500,000} 63.6 | 11,923,546| 831,597 
35,829,696 23,500,000] 65.6 | 10,923,546) 1,257,150 
36,102,858 24,500,000] 67.9 | 10,923,546) 535,312 
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An examination of this table shows that the decline in the aggregate 
amount of notes outstanding continued until January 27 and then increased 
slightly on February 3 and 10. The savings banks have repaid in full all 
advances and the other banks have reduced their liabilities to £144,000. 
“Earmarked” gold has increased £1,000,000 each week to an aggregate of 
£24,500,000 and is now 67.9 per cent of the outstanding notes. Government 
securities have been reduced to £10,923,546, the amount that was held from 
September 2 to September 30 inclusive. The balance at the Bank of England 
fell to £449,295. 5 on January 20, the lowest amount thus far recorded, increased 
to £1,257,150 by February 3, only to fall to £535,312 on February ro. It 
is very evident that the general situation is at the present time improving, 
a conclusion that is confirmed when we examine the next table which is a 
continuation of Table II above. 


TABLE II (Continued) 








ASSETS 





Coin and Bullion Government Securities 





Per- Amount Per- 


Amount centage centage 





£ £ 
; 21,500,000 | 59. 13,923,546 | 38.7 
985,597 : 22,500,000 ; 11,923,546 | 33-7 
1,406,150 . 23,500,000 . 10,923,546 | 30.5 
679,312 : 24,500,000 . 10,923,546 | 30.3 























‘*Due from Banks” (which includes ‘‘ Other Banks”’ and Bank of England) 
declined on January 20 to £603,295. 5 or 1.6 per cent of the outstanding notes, 
by February 3 was £1,406,150 or 3.9 per cent, and then fell to £679,312 or 
1.8 per cent. Government securities decreased from £13,923,546 or 38.7 
per cent to £10,923,546 or 30.3 per cent during the same period. 

Grouping the facts again as in Table III above we have: 


TABLE III (Continued) 








LIABILITIES 





. Government Total 
Notes Outstanding Securities Liabilities 





£ £ £ 
36,026,841. 5 13,923,546 | 40.950,387.5 
35,409,143 11,923,546 47,332,689 
35,829,696 10,923,546 46,753,241 
36,102,858 10,923,546 | 47,026,404 
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ASSETS 





Coin and Bullion Due from Banks 





to Total 
Liabili- 


ties 


Percentage 








£ £ £ 
21,500,000 | 43.4 603,295 .5 -2 | 22,103,295.5 
22,500,000 | 47.5 985,597 -© | 23,485,597 
23,500,000 | 50.2 | 1,406,150 .© | 24,906,150 
24,500,000 | 52.1 679,312 -4 | 25,179,312 




















Combining outstanding notes and government securities to secure total 
liabilities we find that this sum has continued to decline until it was £46,753,- 
241 on February 3, the lowest level since October 28. It then rose to £47,- 
026,404 on February 10 because of the increase in outstanding notes, the 
government securities remaining the same. On the assets side, coin and 
bullion have grown to 52.1 per cent of total liabilities, while the amount due 
from banks, which fell to 1.2 per cent on January 20 and rose to 3 per cent, has 
again fallen to 1.4 per cent. The total amount of assets has grown to 53.5 
per cent of the total liabilities. This last percentage is the highest attained 
with the exception of August 25 when it was 100 per cent, and December 30 


when it was 58.9 per cent. The last few weeks have seen a definite improve- 
ment, but it is, of course, too early to express any opinion as to the final out- 
come. The latest information indicates that the note issues have again begun 
to increase and that the rapid increase in total assets as compared to total 
liabilities has suffered a check. 


E. M. PATTERSON 


WHARTON SCHOOL OF FINANCE AND COMMERCE 
UNIVERSITY OF PENNSYLVANIA 





NOTES 


PROGRESS OF THE MINIMUM WAGE IN ENGLAND 


Advocates of the minimum wage in this country have been awaiting 
anxiously some authoritative statement as to the results of English 
experience with the minimum-wage policy as formulated in the Trade 
Boards act of t909. And now that testimony is coming to us in the 
form of Blue Books and from a source so much respected as the Board 
of Trade, it seems worth while to examine the evidence presented.' 
Three of these official reports? that have come in within the last year 
and a half deal with the attempt to extend the act to new trades and 
contain some valuable testimony from various Board of Trade officials 
regarding the effect of the act in the trades to which it was first applied, 
the policy of the Board of Trade with regard to the extension of the 
act to new trades, and the attitude of employers in the trades to which 
the act has been applied as well as in the trades to which an extension 
is proposed.? 

* Professor John Bates Clark, writing in September, 1913, on the subject of the 
minimum wage, said, “Practical tests of the proposed policy are now in progress in 
Australia, New Zealand, in England, and in our own state of Massachusetts, and the 
results of these trials will be carefully watched.”—Aélantic Monthly, CXII, p. 290. 
The trade boards of Australia have been “‘in progress” for seventeen years, and both 
the British and the American governments have published reports concerning these 
experiments, if they may still be said to be in the experimental stage. The working 
of the new Trade Boards act in England has, however, been regarded as much more 
important than the Australian, from the American point of view, since our economic 
situation is more like that of England than of Australia. Economic literature dealing 
not with the theory of the minimum wage, but with the working of the Trade Boards 
act in England, should therefore be followed with interest in this country. 

2 Memoranda in Reference to the Working of the Trade Boards Act. H.C. 134 
(London, 1913). Pp. 28. 

Special Report from the Select Committee on the Trade Boards Act Provisional Orders 
Bill: Together with the Proceedings of the Committee and the Minutes of Evidence. H.C. 
209 (London, 1913). Pp. vi+6r. 

Report and Special Report from the Select Committee on Trade Boards Act Provi- 
sional Order Bill: Together with the Proceedings of the Committee, Minutes of Evidence, 
and an Appendix. H.C. 317 (London, 1914). Pp. vi+1094. 

3 It should, perhaps, be explained briefly that the Trade Boards act which came 
into operation more than five years ago (January 1, 1910) provided for the establish- 
ment of trade boards to fix minimum rates of wages in four trades: (1) ready-made 
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The first of the three parliamentary papers referred to (Memoranda 
in Reference to the Working of the Trade Boards Act) was issued from the 
Board of Trade to support the Provisional Order bill, which proposed 
in May, 1913, that is, within three and a half years after the passage of 
the act, to extend the provisions of the act to five new trades. 

In this document, which was submitted by Sir H. Llewellyn Smith, 
permanent secretary of the Board of Trade, some of the substantial 
results achieved in the establishment of minimum rates in the various 
trades are noted. At the time of the publication of this first report, the 
following minimum time rates per hour had been fixed: in the chain- 
making trade, women 5 cents, men 10 to 14 cents; in the lace-finishing 
trade, women 53 cents, no rate for men; in box-making, women 6 cents 
(Great Britain) and 54 cents (Ireland), men 12 cents; tailoring, women 
6} cents (Great Britain) and men 12 cents; tailoring (Ireland), rates 
not yet fixed. The comment on these rates is of interest: ‘The above 
rates are, of course, minimum rates, and in practice many work-people 
are paid at higher rates, but all are protected from payment at lower 
rates with the exception of a small number of workers to whom permits 
have been granted” (H.C. 134, p. 6). It was estimated that 200,000 
work-people were affected by the act, of whom 70 per cent were women 
and girls. It was estimated also that the proposed extension of the 


act would bring from 150,000 to 200,000 additional persons under the 
act, the scope of which would therefore be approximately doubled. 
With regard to the ultimate success or failure of the act, the Board 
of Trade very wisely refrained from making any prophecies, and the 
report pointed out that, since the act had at that time been in operation 
for barely three years and a half, and a considerable portion of this time 
had necessarily been spent in the preliminary work of establishing the 


and wholesale bespoke tailoring and any other branch of tailoring in which the Board 
of Trade considers that the system of manufacture is greatly similar to that prevailing 
in the wholesale trade; (2) the making of boxes or parts thereof made wholly or par- 
tially of paper, cardboard, chip, or similar material; (3) machine-made lace and net 
finishing and mending or darning operations of lace curtain finishing; (4) hammered 
and dollied or tommied chain-making. It was provided, however, that the act could 
not be extended to new trades without a provisional order which would come before 
Parliament for adoption. For a history of the Trade Boards act, methods of organ- 
izing trade boards, etc., see an article by Miss Constance Smith, of London, in 
the Journal of Political Economy, July, 1914, pp. 605-30. 

* The number of permits authorized up to date was given as follows: in lace- 
finishing, 2; in box-making (Great Britain), 23; in tailoring (Great Britain), 95; the 
three other boards had granted no permits. 
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trade boards, “it would appear to be premature . . . . to attempt to 
give an account of the ultimate effects of the act on the trades to 
which it has been applied”’ (ébid., p. 7). 

In the minutes of evidence taken before the Select Committee of the 
House of Commons in the summer of 1913 some more positive testimony 
regarding the working of the act is to be found. Thus Mr. Stapylton 
Barnes, one of the secretaries of the Board of Trade, said in testifying: 

I think you may take it that as a whole the working of the Trade Boards 
act has been successful beyond what anybody imagined possible. The employ- 
ers as a whole are, I think, satisfied, and the workers are satisfied. I believe 
that the employers as a whole are anxious to pay rather higher wages than 
they have been paying in some cases in the past, provided that they are pro- 
tected against other employers undercutting them (H.C. 2009, p. 7). 


Similarly, Mr. J.D. Fitzgerald, counsel for the Board of Trade, stated: 

It has not been the experience in previous cases that the establishment of 
a Trade Board has injured the trade or industry; on the contrary, you will 
find by the evidence to be given to you that both employers and employed 
have found that the Trade Boards have been extremely useful, and that no 
injury has been done to the trade (ibid., p. 4). 


The most significant fact relating to the attitude of the employers 
was that, although the provisional order of May 1, 1913, had extended 
the act to five additional trades—sugar, confectionery, and food pre- 
serving; shirt-making; hollow-ware making; linen and cotton embroid- 
ery; calendering and machine ironing in steam laundries—four of the 
five orders were unopposed. There was, therefore, no opposition from 
the employers to the extension of the act, except in the single case of the 
laundry industry. In the hollow-ware trade it was said that inquiries 
made by the Board of Trade showed “a very general agreement as to 
the conditions of the trade and the need,” and that “both the 
employers and workers thought that a Trade Board was desirable; 
the employers because they wished to be secure against other em- 
ployers undercutting them, and the workers because they wished to 
retain the fruits of their strike’ (H.C. 209, p. 12). (In this trade the 
women had struck for a wage of ten shillings a week.) 

In the shirt trade, we are told that the employers “conferred with 
their fellow-manufacturers in the tailoring trade [where the act was 
already in force] and found that the tailoring manufacturers were 
extremely well satisfied and consequently the shirt manufacturers 
accepted the proposal’’ (ibid., p. 14). In the embroidery trade the 
investigators for the Board of Trade had “had communications with 
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employers and workers and their report says that the employers were 
eager or anxious to have a Trade Board” (ibid., p. 15). 

In the case of jam-making and confectionery the Board of Trade 
had made “a very large number of individual inquiries amongst employ- 
ers,” and had received a deputation from the trade organizations, but 
after they had discussed the definition the employers “were fully 
satisfied” (ibid., p. 10), and the result was that they did not oppose the 
new order. 

By way of summary, then, the evidence showed with regard to four 
of the new trades scheduled that the employers as well as the workers 
in the industry had been fully informed with regard to the proposal to 
extend the Trade Boards act to their respective trades and that in two 
of the trades (the shirt trade and “confectionery and preserving”) depu- 
tations of the employers had waited on the Board of Trade to discuss 
the proposed extension and had been satisfied to let it proceed; in the 
two other trades (hollow-ware and embroidery) the employers had been 
willing to let the provisional order stand without asking any questions. 
It was noted that in two of the four trades the action of the Board of 
Trade had “brought the employers much closer together” and had 
“led to better organization of the employers”’ (ibid., p. 15). 

When the representative of the Board of Trade was asked whether 
they had had any communication from employers “stating that they 
would be glad to give higher wages if they could be protected against 
cutting competition,” the reply was that although the suggestions for 
scheduling new trades had come mainly from work-people rather than 
from employers, it was noted that “since these trades have been sched- 
uled we have had communications from a large number of employers 
that they would like their particular trade put in”’ (ibid., p. 8). 

Unfortunately, in the laundry trade, the only one in which the 
order was opposed, the Board of Trade lost its case. The Committee 
of the House, after hearing the evidence given by the representatives 
of the Board of Trade and the representatives of the laundries, voted 
unanimously that it could not confirm the fifth order, although with 
regard to the four unopposed orders the committee reported that they 
were “properly drawn and for the public interest.’”* 

In the case of the laundry trade, the first unsuccessful provisional 
order had included, not the whole trade, but only two branches (“calen- 
dering and machine ironing in steam laundries”). The parliamentary 


* It may be noted that these provisional orders have, of course, already gone into 
effect, and there are now eight trades under the act. 
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committee rejected the order because it applied only to steam laundries 
instead of to all laundries using power. The Board of Trade therefore 
in the following year issued a new provisional order (May 21, 1914) 
which, in order to meet the objections raised by the committee at the 
first hearing, applied to “calendering and machine ironing” in all 
laundries. But after another hearing in which the representatives of 
the Board of Trade were challenged at every point by the representatives 
of the laundry owners, the committee again rejected the provisional 
order, this time on the ground that the evidence presented to it was 
insufficient to justify it in confirming the order; it further recommended 
that “any order relating to the laundry trade which may hereafter be 
applied for should, if possible, be of somewhat wider application.” 

The story of these two unsuccessful attempts to bring the laundry 
industry under the provision of the Trade Boards act is told in the 
minutes of evidence presented in the hearings on the two proposed 
orders. The first objection raised by the laundry owners and the one 
that seems to have had most weight with the committee was that the 
Board of Trade did not possess sufficient information regarding the rate 
of wages in the laundry industry to justify the issuing of the order. 

The point is of special interest since it raises the whole question of 
the procedure involved in extending the Trade Boards act. The repre- 
sentatives of the Board of Trade explained that they were continually 
receiving suggestions as to trades that ought to be brought under the 
act and they had a “mass of information” under consideration, out of 
which were selected the cases of trades that wanted the earliest treat- 
ment (H.C. 209, p. 11). Mainly, however, they had relied upon the wage 
census of 1906. The Board of Trade compared the wages earned in all 
trades and chose for consideration those trades in which wages were 
lowest (ibid., p. 26). The five trades scheduled were selected from a 
much larger number under consideration because the Board of Trade 
“recognizes . . . . that it is necessary to proceed with great caution 
in the matter” (ibid., p. 8). 

To a question by counsel for the laundry owners as to whether or 
not there had been any public inquiry before scheduling the trades, the 
reply was that the provisional orders were made upon prima facie evi- 
dence in the possession of the Board of Trade. After the provisional 
orders were issued, those who were affected could object if they wished 
and there would be a public inquiry through a parliamentary committee 
—that is, “the order is made first and the inquiry comes afterwards” 
(H.C. 209, p. 26). 
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It was objected that the information on which the order was based, 
i.e., the wage census of 1906, was obsolete and not reliable for the purpose. 
The Board of Trade, however, made two points regarding the 1906 
figures: first, that these figures had been tested in 1912 by finding out 
what was offered at the Labor Exchanges in London and that no evidence 
was found which indicated that the worst-paying laundries were paying 
any better rates than in 1906, although it was evident that wages in 
some occupations in some laundries had risen; second, that a wage 
census of the laundry industry had not been undertaken, since it was 
believed that an ad hoc inquiry with regard to wages was impracticable; 
“we either get the information denied or get information which is not 
as accurate as it might be” (H.C. 317, p. 9). Thus Miss Collet, senior 
investigator of women’s industries, who was called as a witness, pointed 
out that the Board of Trade had no compulsory powers for making such 
an inquiry and, if one had been attempted, returns would have been 
received only from the people who paid good wages, “consequently 
those returns would have been misieading. All the people who paid 
low wages would not have made returns. We have no compulsory 
powers to make them do so. Therefore any inquiry made subsequent 
to the order being presented would have been unsatisfactory’”™ (ibid., 
p. 38). 

Miss Collet said in describing the wage level in the laundry trade 
that the “rate per hour, less than 2} d., is almost as bad as you can get 
it. Since the Trade Boards have been applied, it is now the lowest paid 
non-textile trade of any magnitude” (H.C. 317, p. 30). When it was 
suggested that lower rates were paid in the hemp and fustian-cutting 
trades, Miss Collet’s reply was, “Those trades . . . . are little trades. 
I believe if we tackle the big national trades and raise the wages in those 
trades the other people will either be obliged to leave off trading or pay 
better wages.” Moreover, it was pointed out that calendering was 

* Miss Collet later explained in reply to questions that the 1906 returns were 
obtained by the Board of Trade for general statistical information and not for any 
special purpose; they were voluntary returns made by employers and had no reference 
to any special legislation. ‘When employers make a voluntary return from which 
they gain nothing they do it perfectly fairly and honestly . . . . [but] after having 
proposed this provisional order we could not expect the employers who paid low wages 
to make returns” (H.C. 317, p. 52). It was also objected that the wage census of 
1906 was not a universal census and that the returns were not sufficiently representa- 
tive, but the Board of Trade maintained that the census was extremely reliable since 
it had not been taken “‘ with the view of setting up any particular case” and that the 
returns for 28,000 laundry workers represented very fairly the prevailing condition in 
respect to wages in the laundry industry (ibid., p. 168). 
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a branch of the trade “which is steadily increasing, which makes it more 
important that it should be dealt with” (ébid., p. 37). 

The question was raised as to whether the Board of Trade had to be 
satisfied, not only that the wages in a trade are exceptionally low, but 
that the other circumstances of the trade are such as to render the appli- 
cation of the act expedient. The reply of the Board of Trade repre- 
sentatives was that their guide in choosing trades to come under the 
act was “first and mainly the lowness of wages” (H.C. 209, p. 18). 

Mr. Fitzgerald, counsel for the Board of Trade, said quite emphatic- 
ally that when the Board of Trade is “satisfied that the wages are 
exceptionally low and the trade is suited for a Trade Board, then the 
order for the Trade Board may be made.”’ When asked if it must not 
be true that “the trade is of such a character that it cannot organize 
itself to obtain its own remedy,” the reply was, “One of the circumstances 
that would have to be considered is whether the workers are organized 
or not. In this particular business the workers are not organized, and 
you will see that it is rather difficult for laundry girls to organize them- 
selves” (ibid., p. 3; and see H.C. 317, p. 176). 

In reply to a further objection raised by the laundry owners—that 
there was no demand on the part of the laundry workers for the pro- 
tection which the Trade Board was designed to provide—Mr. Barnes 
said that he believed the workers in laundries to be “as badly organ- 
ized as any workers in England”; that it seemed to him that “they 
have as little power of expressing their wishes as any body of workers.”’ 
It was pointed out further by counsel for the Board of Trade that it was 
true that the laundry workers were not organized in an effective trade 
union, but that this was far from being an indication that they were 
content with the conditions of their employment, for general experience 
had shown that “the trades in which the worst conditions prevail are 
those that are not organized.” 

It was stated, moreover, that Parliament in passing the act had 
intended “to make the Board of Trade, so to speak, an inquirer into the 
state of wages and labour in the country independently altogether 
of whether an appeal had been made to them. If they consider a 
wrong exists or an unfair condition exists, they are entitled to estab- 
lish an inquiry.” For that reason it was said that the Board of Trade 
turned first of all to the statistics of wages which it already had and com- 
pared various rates to see which were the lowest. The fact that there 
had been no articulate demand did not indicate that a very strong 
demand was not in existence, and it was for the Board of Trade to 
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“find out where there ought to be a demand’’—where there might be “an 
inarticulate sense of wrong which has not yet found voice or found 
representation,” and it was noted that such demands “come principally 
from the underpaid and unorganized inarticulate trades” (H.C. 209, 
p. 22). And again Mr. Barnes said, “We do not wait for any appli- 
cation to be made to us, because we find that the least organized workers 
and the most badly paid are the least vocal; they have not any means 
of expressing themselves. They would never dream of asking for a 
Trade Board, because probably they have never heard of such a thing”’ 
(H.C. 317, p. 26). ; 

When the question, “Who asked for this order?” was raised at the 
second hearing (in July, 1914), Miss Collet in a very spirited reply said 
that the order was asked for “by the Trade Boards act. The Trade 
Boards act says the Board of Trade may take the initiative . . . . that 
it is incumbent on the Board of Trade without any action from outside, 
if the Board of Trade is perfectly well satisfied that exceptionally low 
rates are being paid to initiate proceedings” (H.C. 317, p. 38). 

The question was raised at the second hearing (in 1914) as to whether 
the formation of the national federation of women workers had not given 
the laundry workers a representative association through which certain 
agreements were being settled for them. In reply Miss Collet said very 
emphatically, “however strong that association may be in getting an 
agreement at the moment from some of the employers it has no power 
to enforce the agreement and ali the people who do not sign that agree- 
ment may come in and undercut, whereas the Trade Board sees that 
other people do not underpay”’ (H.C. 317, p. 38). 

In reply to a question (H.C. 209, p. 21) as to whether a Trade Board 
would always raise wages, some interesting answers were received. The 
Board of Trade reply was very conservative. It was pointed out that 
when the Trade Boards were constituted, half employers and half 
workers, they met together to “fix what they think right after discuss- 
ing round the table what the wages in the trade have been and what it 
will bear,” but the result had been that wages had always been raised. 
It was asked whether this increase in wages might not be due to the fact 
that the Trade Boards had been organized in ‘“‘the worst trades first of 
all . . . . the most notoriously underpaid ones,” and whether it might 
not be possible that a Trade Board might some time be “set up to 
examine into a trade and find that either the trade could not afford to 
pay any more, or that a rearrangement of wages was all that was neces- 
sary without an actual raising of the average.’’ The reply to this inquiry 
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was that such a result was entirely possible and it was added that some 
of the present boards had “fixed a minimum a good deal below what 
is being paid by many employers in the trade already 
case for workers and employers to meet together and discuss whether 
wages are right at the present figure or whether they ought to be raised 
and what ought to be the minimum rate”’ (ibid., p. 22). 

At the second hearing Mr. J. J. Mallon, a representative of the 
workers on several Trade Boards already established, testified that 
there had been “no case in which wages had been reduced [by Trade 
Boards]. The practice of the various boards has been to take a medium 
course, and the result has been that the worst-paid workers have been 
bettered to some extent without any corresponding injury being done 
to the better paid.” He also said that experience had shown that the 
Trade Boards had fixed minimum rates below the best rates in the trade, 
without interfering with those best rates (H.C. 317, p. 74); that there 
had been cases in which the fixing of a minimum had also enabled the 
men who were getting the relatively high wages to secure still higher 
rates (ibid., p. 75); and it was emphatically denied that there had been 
any tendency to a flat rate as the result of the establishment of the 
minimum rates. 

Some interesting comments regarding the unpleasant implications 
of the word “sweating” are found in the evidence given at the first 
hearing. The laundry men in their petition against the order had 
expressly objected to applying the term “sweated trade”’ to the laundry 
industry, and the representatives of the Board of Trade had said in reply 
that the words “sweated trade”’ or “sweated industry”’ had not entered 
into the question. ‘The word is never used in the Act of Parliament 
and we do not wish to call any trade by a name of that kind”’ (H.C. 209, 
p. 21). “Itis an opprobrious expression which we have no wish to apply 
to this branch of the industry” (ibid., p. 21), and “the words ‘sweated 
trade’ have, perhaps one might say, an offensive meaning”’ (ibid., p. 3). 
When counsel for the Board of Trade was asked to define the word 
“sweated,” he declined to do so, and he expressly disclaimed the adop- 
tion or use of the word by the Board of Trade, saying that it did “not 
want to put any stigma upon (the laundry trade) at all, and it would not 
be reasonable to put any stigma upon any trade because the wages are 
exceptionally low” (ibid., p. 4). 

Much stress was laid by the laundry owners upon the factor 
of competition. This subject was dealt with at much length, par- 
ticularly in the second hearing, but it is so largely concerned with 
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technical trade questions that a summary of the discussion is not practi- 
cable. One of the points much insisted upon by the laundry owners and 
not overlooked by the committee in its report was the fact that the new 
order did not apply to a trade nor even, the laundrymen claimed, to a 
branch of a trade, but only to a method of finishing certain articles. 
The representatives of the Board of Trade, however, argued that they 
were dealing with a complete section of the laundry industry covering 
all ironing operations performed by machinery, and their counsel charged 
that the point raised was a narrow technical objection “contrary to the 
spirit of the act” which, having been passed “for the purpose of bene- 
fiting a large class of His Majesty’s subjects, is an act that ought to be 
construed liberally’ (H.C. 317, p. 5). 

It is certainly to be regretted that these first attempts to oppose 
a Trade Board provisional order should show a defeat for the Board of 
Trade on each hearing, especially as the argument on each occasion lay 
with them rather than with their opponents, the laundry owners. Repre- 
sentatives of the Board of Trade pointed out more than once that the 
argument against the provisional order was really in its last analysis 
“an argument against the Trade Boards act,” and that many of the 
objections raised were really objections against any extension of the act 
in spite of the fact that Parliament had expressly provided for its exten- 
sion. That is, the laundry owners in arguing that the trade could be 
better regulated by the ordinary requirements of supply and demand 
were in effect “saying that the Trade Boards act ought not to have 
been passed,” whereas, by passing the act, Parliament had come “to the 
conclusion that in certain cases the ordinary laws of supply and demand 
were not sufficient to protect the workers” (H.C. 317, p. 8). 

In conclusion, it may be said, that while it is discouraging that the 
laundry owners should have succeeded, not once, but twice, in defeating 
the efforts of the Board of Trade to bring a very large and wretchedly 
paid body of workers under the protection of the Trade Boards act, 
nevertheless the fact that four out of five new orders went through 
without any opposition, and even with friendly co-operation on the part 
of the employers in the trades concerned, affords reason to hope for the 
rapid extension of the act. Certainly it may be said that the minutes 
of evidence taken in these two hearings, one of which was held nearly 
five years after the passage of the act, contain valuable testimony as to 
the success of the minimum-wage policy in the trades to which the act 


has been extended. 
Ep1itH ABBOTT 
Caicaco ScHOOL oF CIVICS AND PHILANTHROPY 
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WASHINGTON NOTES 
A NEW FORM OF BANK PAPER 


After a prolonged period of consideration the Federal Reserve Board 
has issued regulations covering transactions in acceptances. Accept- 
ances are dealt with in the Federal Reserve act in two different sections— 
secs. 13 and 14. Sec. 13 deals with the “acceptance”’ as one of the forms 
of paper in the discount of which federal reserve banks may engage, 
restricting the discount of acceptances to such as bear the indorsement 
of a member bank. Sec. :4 invests the federal reserve banks, under 
regulations to be prepared by the Federal Reserve Board, with power to 
engage in open-market operations, of which the “banker’s acceptance” 
is one of the most important. The Board now announces the conclusion 
that, at any rate in the first stages, so far as practicable, priority should 
be given to operations under sec. 13. It is believed, however, that it 
would unduly restrict the development of the acceptance business to 
keep it altogether confined within the provisions of sec. 13, which require 
that acceptances, in order to be eligible for rediscount at a federal 
reserve bank, must bear the indorsement of a member bank; particularly 
in view of the further fact that the law limits the amount of acceptances 
which may be taken with the indorsement of a member bank to 50 per 
cent of its paid-in capital and surplus. Having found it necessary to 
extend the scope of dealings in acceptances beyond these limits, the Board 
has exercised the authority conferred upon it by sec. 14, and has formu- 
lated regulations covering the purchase of acceptances without invariably 
requiring the indorsement of a member bank. 

The Board has determined to allow the federal reserve banks latitude 
in fixing rates for acceptances. Federal reserve banks may, from time 
to time, submit for the approval of the Board maximum and minimum 
rates within which they desire to be authorized to deal in acceptances; 
within such limits, and subject to such modifications as may be imposed 
by the Board, the federal reserve banks will be allowed to establish the 
rates at which they will deal in this class of paper. It is as yet uncertain 
how the rates thus to be proposed will vary or what level they will assume. 
The Board regards it as in accordance with the spirit of the act to grant 
preferential treatment to acceptances bearing the indorsement of mem- 
ber banks, offered for rediscount under séc. 13—even to the point of 
allowing lower rates for such acceptances, inasmuch as, under the terms 
of this section, such acceptances are available as collateral against the 
issue of federal reserve notes; and it consequently sanctions a slight 











NOTES 279 


preferential in favor of acceptances bearing the indorsement of member 
banks. 

When acceptances bearing the indorsement of member banks are 
not obtainable in adequate amount or upon satisfactory forms, federal 
reserve banks desiring to purchase acceptances are directed to restrict 
themselves, as far as possible, to such acceptances as bear some respon- 
sible signature other than that of the drawer and the acceptor, preferably | 
that of a bank or banker. 

The definition given to the term “acceptance” in the new circular 

of the Board is: 
a draft or bill of exchange drawn to order, having a definite maturity and 
payable in dollars, in the United States, the obligation to pay which has been 
accepted by an acknowledgment written or stamped and signed across the face 
of the instrument by the party on whom it is drawn, such agreement to be to the 
effect that the acceptor will pay at maturity according to the tenor of such draft 
or bill without qualifying conditions. 

In determining eligibility, the Board orders that, to be available 
for discount under sec. 13, by the federal reserve banks, at the rates to 
be established for bankers’ acceptances: 

a) Acceptances must comply with the general restrictions and limitations 
of the Federal Reserve act and of the National Bank act. 

b) Acceptances must have been made by a member bank, non-member 
bank, trust company, or by some private banking firm, person, company, or 
corporation engaged in the business of accepting or discounting. 

c) A banker’s acceptance must be drawn by a commercial, industrial, or 
agricultural concern (that is, some person, firm, company, or corporation) 
directly connected with the importation or exportation of the goods involved 
in the transaction in which the acceptance originated. 

d) A banker’s acceptance must bear on its face, or be accompanied by 
evidence in form satisfactory to a federal reserve bank, that it originated in an 
actual bona fide sale or consignment involving the importation or exportation 
of goods. Such evidence may consist of a certificate on or accompanying the 
acceptance to the following effect: 

This acceptance is based upon a transaction involving the importation or expor- 
tation of goods. Reference No. —. Name of acceptor: 

e) Bankers’ acceptances, other than those of member banks, shall be eligible 
only after the acceptors shall have agreed in writing to furnish to the federal 
reserve banks of their respective districts, upon request, information concern- 
ing the nature of the transactions against which acceptances have been made. 

f) A bill of exchange accepted by a “banker” may be considered as drawn 
in good faith against “actually existing values,” when it is secured by a lien 
on or by transfer of title to the goods to be transported. 
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g) Except in so far as they may be secured by a lien on or by transfer of 
the title to the goods to be transported, the bills of any person, firm, company, 
or corporation, drawn on and accepted by any private banking firm, person, 
company, or corporation (other than a bank or trust company) engaged in the 
business of discounting or accepting, and discounted by a federal reserve bank, 
shall at no time exceed in the aggregate a sum equal to 5 per centum of the 
paid-in capital of such federal reserve bank. 

h) The aggregate of acceptances of any private banking firm, person, 
company, or corporation (other than a bank or trust company) engaged in the 
business of discounting or accepting, discounted or purchased by a federal 
reserve bank, shall at no time exceed a sum equal to 25 per centum of the 
paid-in capital of such federal reserve bank. 

To be eligible for purchase by federal reserve banks under section 14, 
bankers’ acceptances must comply with all requirements and be subject to all 
limitations hereinbefore stated, except that they need not be indorsed by a 
member bank: Provided, however, That no federal reserve bank shall purchase 
the acceptance of a “‘banker” other than a member bank which does not bear 
the indorsement of a member bank, unless it has first secured a satisfactory 
statement of the financial condition of the acceptor in form to be approved by 
the Federal Reserve Board. 


THE LATEST DEFEAT OF THE LITERACY TEST 


President Wilson, on January 28, sent to the Senate a veto of 
H.R. 6060 relating to the immigration of aliens into the United States 
(H.R. Doc. 1527). This veto message was subsequently duly brought 
up in the House of Representatives where it appeared that insufficient 
votes were at hand to overrule it. Another effort to adopt a measure 
restricting immigration has therefore failed. This situation is more 
interesting because of the fact that it is the third bill within twenty 
years that has met similar defeat, one bill having been vetoed by Presi- 
dent Cleveland on March 2, 1897, and another by President Taft 
shortly before leaving office on March 4, 1913. The House bill H.R. 
6060, now vetoed by President Wilson, was practically a revision and 
codification of the existing immigration laws, but the essential feature of 
it, which received the criticism of the President, was found in the so-called 
literacy test, which provided that four months after the passage of the 
act there should be excluded from the United States— 

All aliens over sixteen years of age, physically capable of reading, who cannot 
read the English language, or some other language or dialect, including Hebrew 
or Yiddish: 

Provided, That any admissible alien or any alien heretofore or hereafter 
legally admitted, or any citizen of the United States, may bring in or send for 
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his father or grandfather over fifty-five years of age, his wife, his mother, his 
grandmother, or his unmarried or widowed daughter, if otherwise admissible, 
whether such relative can read or not; and such relative shall be permitted to 
enter. For the purpose of ascertaining whether aliens can read, the immigrant 
inspectors shall be furnished with slips, of uniform size, prepared under the 
direction of the Secretary of Labor, each containing not less than thirty nor 
more than forty words in ordinary use, printed in plainly legible type in some 
one of the various languages and dialects of immigrants. Each alien may 
designate the particular language or dialect in which he desires the examination 
to be made, and shall be required to read the words printed on the slip in such 
language or dialect. 


It was to this literacy test that President Wilson chiefly directed his 
criticism in the veto message to which reference has just been made. 
He there said: 


The literacy test and the tests and restrictions which accompany it con- 
stitute an even more radical change in the policy of the nation. Hitherto we 
have generously kept our doors open to all who were not unfitted by reason of 
disease or incapacity for self-support or such personal records and antecedents 
as were likely to make them a menace to our peace and order or to the whole- 
some and essential relationships of life. In this bill it is proposed to turn 
away from tests of character and of quality and impose tests which exclude 
and restrict; for the new tests here embodied are not tests of quality or of 
character or of personal fitness, but tests of opportunity. Those who come 
seeking opportunity are not to be admitted unless they have already had one 
of the chief of the opportunities they seek, the opportunity of education. The 
object of such provisions is restriction, not selection. If the people of this 
country have made up their minds to limit the number of immigrants by 
arbitrary tests and so reverse the pelicy of all the generations of Americans that 
have gone before them, it is their right todo so. I am their servant and have 
no license to stand in their way. But I do not believe that they have. 


The present period is probably the most favorable for bringing about 
a limitation of immigration that has been offered for some years past, 
owing to the large outward flow of foreign population and the greatly 
decreased inward movement during the past six months since the open- 
ing of the European war, while the depression of business has immensely 
slackened the manufacturing demand for foreign labor which is ordinarily 
felt. The official figures of the immigration movement from August 1, 
1914, to February 2, 1915, covering practically the six months during 
which the war has been in progress in Europe, afford the following results 
in comparison with figures for the corresponding period one year before: 
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August 1 to February 2 





IQI3-14 TQI4-I5 


Total number of aliens arriving at all ports 747,921 239,696 
Number of aliens arriving at Baltimore, Boston, New 
York, Philadelphia, and Atlantic seaports of Canada..| 648,397 143,849 
Number of citizens arriving at Baltimore, Boston, New 
York, Philadelphia, and Atlantic seaports of Canada. . 121,958 112,766 














Documents which are likely to figure in the history of the immigra- 
tion restriction movement which has culminated in the defeat of this 
latest effort to apply a literacy test are the report of the House of Repre- 
sentatives Committee on Immigration (H.R. report 149, 63d Cong., 
2d sess.) and the report of the Senate Committee on Immigration 
(Senate report 355, 63d Cong., 2d sess). In both reports a more or less 
complete and detailed outline of the measure is afforded, but the Senate 
Committee offers the following general discussion concerning the scope 
and purpose of the act now vetoed: 

In this act . . . . special attention and thought have been given to 
administrative details. The “machinery” for the effective enforcement of the 
law has been made as nearly as possible perfect in every particular. To attain 
this end most thorough consideration has been given the subject, the reports 
of the Immigration Commission have been consulted, and recommendations 
and suggestions submitted by the Secretary of Labor and by the Commissioner 
General of Immigration from time to time have been adopted wherever possible ; 
moreover, officers of experience in the practical administration of the laws 
heretofore passed have been freely and fully conferred with. Indeed, it may 
be said that in its administrative features this bill embodies the results of a 
practical experience of a quarter of a century in the “regulation of immi- 
gration.” 

The bill contains one provision intended directly to restrict immigration, 
although said provision is also incidentally and to a certain extent selective 
in its operation. The “illiteracy test’? has been adopted as the best device 
so far suggested for reducing immigration, where it most needs to be reduced. 
So fully has it been discussed at various times in the past that the committee 
does not deem it necessary to offer in this report extended comment upon it. 

Most of the time your committee has given to the bill has been devoted to 
its careful review with the object of improving its wording wherever simplifica- 
tion and clarification seemed possible, and in perfecting at a few points its 
selective and administrative features So thoroughly has the act been 
drawn and so carefully have its provisions been considered on the several 
occasions when measures of substantially the same kind have been under dis- 
cussion by the Senate and House and their committees, that this committee 
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found that, while the act, as referred to, needed some revision, the required 
amendments were principally on administrative details and minor matters. 
As now reported, it is confidently believed the measure is as nearly ideal in its 
selective, administrative, and restrictive features as it is possible to make such 
a law in advance of experience with the operation of such of its provisions as 
are actually new. 


RAILWAY MAIL PAY 


The action of the Senate in devoting practically all of its available 
time during the current session of Congress to the discussion of the Ship 
Purchase bill proposed by the administration has practically prevented, 
among other things, the serious consideration of the railway mail-pay 
question with a view to final settlement. While the Post-Office Appro- 
priation bill was in the House of Representatives the administration’s 
plan for readjusting railway mail pay was attached to it and the bill was 
adopted with that included. Subsequently the provision was stricken 
out while the bill was in the Senate Committee on Post-Offices, for it 
was felt that the retention of the plan would lead to unlimited debate, 
and that in consequence of the sacrifice of time in discussing the shipping 
measure, an impasse regarding the mail-pay question would simply 
be another barrier to an adjournment on March 4 free of the danger 
of an extra session of Congress. The consequence was to defer the 
further consideration of the subject until the meeting of a conference 
committee on the Post-Office Appropriation bill, where thus far nothing 
has been done. With or without the administration plan for adjusting 
the mail-pay controversy, however, the Post-Office bill failed to dispose 
of the problem because of the lack of consideration given to the position 
of the carriers. That position may be stated as follows: Prior to the 
adoption of the parcel-post system, the railways had been paid in pro- 
portion to weight of mail carried, the weight being determined by quad- 
rennial weighings. This, of course, was upon the theory that the increase 
in mail weight was practically uniform from year to year, and that in 
consequence, by allowing a fair average rate of remuneration, an adjust- 
ment every four years resulted on the whole in an equitable compensa- 
tion for the service of transportation. When the parcel-post system was 
inaugurated, there was naturally a very great addition to the volume of 
mail carried which had no relation to the natural growth in the weight 
of mail resulting from increase of population and increased density of 
business. It is this situation which has led the carriers from time to 
time to contend that they were being obliged to carry parcel-post matter 
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“free” or without compensation. Conditions were to some extent 
relieved as the weighing periods recurred and as the newly established 
weights consequently took account of the growth in business due to the 
introduction of the parcels service. Up to date, such reweighings have 
occurred in two of the mail-contract divisions into which the country is 
classified, and a reweighing takes place in a third in the near future. It 
will not be long before the compensation of the railways on the old basis 
will have been adjusted to the new volume of mail as determined at the 
quadrennial weighings. This, however, takes no account of the fact 
that the parcel-post service is being steadily expanded by opening it to 
different classes of merchandise and by extending the weight limit. In 
other words, the basis of pay seems to lag constantly behind the rate 
of growth in volume of mail. Some palliative has been afforded by 
Congress in the appropriation of $1,700,000.00 annually for each of the 
past two years for the purpose of making additional compensation to 
roads for their increased volume of mail, such increase in no case to exceed 
5 per cent of the former compensation. That limitation has operated to 
prevent the elimination of a great many hardships which might other- 
wise have been largely alleviated. In some cases the actual reweigh- 
ing of mail has shown that complaints of roads concerning excessive 
burdens imposed upon them due to a growth of the service were not 
well founded, the reweighing indicating that the growth in weight had 
been less than the 5 per cent allotted. Fundamentally, the difficulty lies 
in the unduly long periods which elapse between reweighings and in the 
character of the method adopted for the purpose of compensating the 
railways. The old method is clearly not adapted to the establishment 
of a reasonable basis of payment. 

The railways, whose position has recently been clearly stated by Mr. 
Ralph Peters, chairman of the Railroads’ Committee on Railway Mail 
Pay, ask: 

1. For the repeal of the act of March 2, 1907 [the present mail-pay act]. 

2. For annual weighings and a definite and just method for ascertaining 
daily average weights. 

3. For pay for apartment cars on some basis that will compensate for the 
service. 

4. For a fair allowance to the railroads for side and terminal messenger 
service which they perform for the Post-Office Department according to the 
value of this service to the Post-Office Department. 

5. That all rates of pay should be definite and not subject to the discretion 
of the officers of the Post-Office Department. 
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Mr. Peters’ further says: 


The railroad committee throughout its existence has not failed to give the 
most thorough consideration to the proposal that space rather than weight be 
made the measure of the service rendered, but is absolutely convinced by 
its consideration of the subject that any such plan would be dangerous to 
the government and unsatisfactory to the railroads, principally because of 
the large amount of discretion the adjustment would leave to the officers of the 
department. ‘This conclusion is not inconsistent with the deepest faith in the 
honesty of the departmental officers, but recognizes the disadvantages of their 
position under our political form of government and the opportunities which 
would present themselves for serious irregularities. 

The growth of the republic has brought about a vast concentration of public 
business at the national capital, and while it is the expectation that when dis- 
cretion is allowed under a law it shall be exercised by the chief officer of the 
department, it is a physical impossibility for him to personally examine the 
cases in order to exercise this discretion, and it is likewise physically impossible 
for this important duty to be performed by the chief officers under his control. 
The result is that an important question such as this would rest upon the 
opinions of hundreds of subordinate officials and the possibilities are uncom- 
fortable to contemplate. 


The government proposal differs very decidedly from that of the 
railways, being based on the space plan. Its essential idea is to provide 


four classes of service on railway mail routes, viz.: full railway post- 
office-car service, apartment railway post-office-car service, storage-car 
service, and closed-pouch service. The basic features of the plan as 
contained in the government’s scheme adopted by the House are as 
follows: 


Full railway post-office-car mail service shall be service by cars forty feet 
or more in length, constructed, fitted up, and maintained for the distribution 
of mails on trains. The authorization of full railway post-office cars shall be 
for standard-sized cars sixty feet in length, inside measurements, except as here- 
inafter provided. Apartment railway post-office-car mail service shall be 
service by apartments less than forty feet in length in cars constructed, fitted 
up, and maintained for the distribution of mails on trains. Two standard sizes 
of apartment railway post-office cars may be authorized and paid for, namely, 
apartments fifteen feet and thirty feet in length, inside measurements, except 
as hereinafter provided. Storage-car mail service shall be service by cars used 
for the storage and carriage of mails in transit other than by full and apart- 
ment railway post-office cars. The authorizations for storage cars shall be for 
cars sixty feet in length, inside measurement, except as hereinafter provided; 
Provided, that less than sixty feet of storage space may be authorized in bag- 
gage cars. Service by full and apartment railway post-office cars and storage 
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cars shall include the carriage therein of all mail matter, equipment, and 
supplies for the mail service and the employees of the postal service or Post- 
Office Department as shall be directed by the Postmaster-General to be so 
carried. Closed-pouch mail service shall be the transportation and handling 
by railroad employees of mails on trains on which full or apartment railway 
post-office cars are not authorized except as hereinbefore provided. The rates 
of payment for the services authorized in accordance with this act shall be as 
follows: namely, for full railway post-office-car mail service at not exceeding 
21 cents for each mile of service by a sixty-foot car. In addition thereto he 
may allow not exceeding $2.00 as an initial rate and the same as a terminal 
rate for each one-way trip of a sixty-foot car. For apartment railway post- 
office-car mail service at not exceeding 10} cents for each mile of service by a 
thirty-foot apartment car and 5$ cents for each mile of service by a fifteen- 
foot apartment car. In addition thereto he may allow not exceeding $1.00 
as an initial rate and the same as a terminal rate for each one-way trip of a 
thirty-foot apartment car and 50 cents as an initial rate and the same as a 
terminal rate for each one-way trip of a fifteen-foot apartment car; for storage- 
car mail service at not exceeding 20 cents for each mile of service by a sixty- 
foot car. In addition thereto he may allow not exceeding $2.00 as an initial 
rate and the same as a terminal rate for each one-way trip of a sixty-foot car. 


THE TREASURY SITUATION 


One of the most interesting economic phenomena growing out of the 
European war has been the gradual exhaustion of many sources of 
revenue which ordinarily yield a large proportion of the income of the 
federal government. The tariff during the period from July 1, 1914, 
to about the end of February, 1915, has yielded approximately 
$138,000,000.00, or about $60,000,000.00 less than during the corre- 
sponding period a yearago. This was to be expected in view of the great 
change in the character and volume of foreign trade resulting from the 
limitation of productive power in nearly every European country and 
the consequent reduction of exportation from such countries, particularly 
to the United States. The power of the tariff to yield revenue has 
shown little recovery since the opening of the war; indeed, in some respects 
it has fallen off owing to the fact that the amount of goods in bonded 
warehouses, subject to withdrawal and presentation for the payment of 
customs duties, has very materially declined since hostilities were opened. 
More remarkable, however, than the decline in tariff duties has been 
the relative falling-off in internal revenue. Ordinary internal revenue 
up to the close of February amounted to about $215,000,000.00 or 
practically $7,000,000.00, or $8,000,000.00 more than for the corre- 
sponding period a year ago. It should be remembered, however, that 
the war revenue act of last October is now in full operation, and that, in 
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spite of the fact that more than three months have gone by since it 
became completely effective, it has succeeded in increasing the yield 
of the internal revenue system but little. Delayed payments on cor- 
poration and income tax, the collection of penalties and other sources 
of revenue not operative a year ago, have increased the yield on those 
accounts (always light until the end of the fiscal year when the bulk 
of the payments are made) by some six or seven million dollars, while 
miscellaneous sources of revenue have brought in about ten million 
dollars more than last year. In the aggregate there is thus far a com- 
bined shortage of revenue as compared with last year (July 1 to March 
1) of ahout $38,000,000.00. It is an unfortunate fact that there has 
been no decrease in the ordinary expenditures of the government, but 
on some accounts a material advance, so that up to the end of February 
expenses had exceeded those for the corresponding period a year ago 
by about $25,000,000.00. An excess of disbursements over receipts 
amounting to about $105,000,000.00, or nearly $55,000,000.00 more 
than last year at this time, has consequently been recorded. Should 
this situation continue, it is evident that before the end of the fiscal 
year a somewhat serious financial problem will be raised. The net 
balance in the general fund of the Treasury at the end of February 
was slightly over $40,000,000.00. This means that a continuance of 
the deficit at the present rate would more than wipe out the entire 
balance in the general fund. As has already been noted, the payments 
on account of corporation and income tax are made chiefly during June; 
and last year these were sufficient to more than offset the deficit which 
had been incurred prior to the time that the payments on these accounts 
fell due. Remembering, however, that the past six months have been 
a period of very great reduction in the net incomes of corporations as 
well as of individuals, there is serious reason to expect a very large 
decline in the amount of income- and corporation-tax yields for the 
present year. Pending the rendering of the new income-tax and 
corporation-tax statements, no definite estimate can be framed with regard 
to this element of revenue, but it seems conservative to ‘state that even 
under favorable conditions, the fiscal year will close with a large deficit 
and that the war-revenue tax shows as yet little indication of being able 
to offset the losses in tariff receipts. There may be an improvement as 
unexpected as was the decline, but there is nothing thus far that would 
indicate it, while the heavy appropriations that are being provided for 
by Congress, and that take effect immediately after July 1, 1916, will 
create a very severe draft upon the funds of the Treasury in hand at the 
opening of the new fiscal year, whatever they may be. This great 
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decrease (relatively speaking) in the yield of both customs and internal 
revenue furnishes an index to the effect of the European war and of the 
consequent depression of business in weakening the income-producing 
power of the industries of the United States, and in reducing their 
reliability as sources of public revenue. It is thus apparent that a 
continuance of the war abroad will almost inevitably lead in the near 
future to a sale of bonds or to the enactment of still further revenue 
legislation in the absence of offsetting conditions not now in sight. To 
dispose of bonds for the purpose of tiding over the Treasury would be 
a step most undesirable from the political standpoint and not likely to 
be taken except in the presence of some serious emergency which would 
practically dictate it. This brings the question of revenue legislation 
sharply to the front. Further revision of the tariff and the revision of 
the income tax are the two methods of relieving the situation most fre- 
quently suggested, the restoration of the sugar duties upon a moderate 
basis being the tariff proposal now quite generally put forward. The 
adjournment of Congress, probably until December next, seems to indi- 
cate that no legislation can be had during the summer or autumn, and 
raises the question whether short-term financing through the federal 
reserve banks may not be resorted to in the event that the resources 
of the government should be reduced to a point which would necessitate 
reliance upon outside aid pending the recovery of the revenues. The 
Federal Reserve act provided that the new banks should act as fiscal 
agencies of the government and should hold the public funds subject 
to the order of the Secretary of the Treasury, to be distributed as he 
might see fit. Thus far they have not been employed in this capacity. 
It would be comparatively easy to transfer public moneys to them, 
thus giving to the government the status of a depositor and enabling 
it to obtain short term accommodations in anticipation of revenues, so 
far as existing legislation on the subject of public borrowing will permit, 
or to dispose of longer-term bonds to the banks in case of necessity, 
inasmuch as these institutions were expressly authorized to deal in se- 
curities of the ‘United States. Continuance of the European war will 
therefore be likely to bring about two new developments in American 
finance—the one a remodeling more or less far-reaching of the revenue 
system, the other the adoption of new methods and channels for the 
borrowing of funds to tide over temporary shortages. Precisely when 
and in what forms these developments will present themselves must be 
determined as a result of the continued growth of the deficit in the 
Treasury. 
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The Economic Organization of England. By WittAm J. ASHLEY. 
New York: Longmans, Green & Co.,1914. 8vo, pp. viii+ 213. 
$o. 90 net. 

This volume consists of a series of eight lectures delivered in 1912 
“as part of the general lecture system attached to the Colonial Institute 
of Hamburg.” It is therefore necessarily brief and compact. Even so, 
it deserves very careful attention as the latest word of one of the most 
mature and one of the most distinguished of English economic historians. 

Professor Ashley treats his subject historically and undertakes to 
discuss it in all its obvious phases, beginning roughly with the thirteenth 
century and devoting most of his time to the period before the Industrial 
Revolution. He properly lays the greatest stress upon agrarian ques- 
tions, thereby bringing out the fact, too often obscured, that England, 
like all the rest of Europe, was until a hundred years ago in the main a 
farming country. He avoids the awkward question of the origin of the 
manor, starts with a description of the manor as it existed in the thir- 
teenth century, and then proceeds to explain the changes which in the 
course of five hundred years gradually transformed it into the present 
system of English landholding. Like most writers who have before 
their eyes the contrast between English and Continental development 
in this regard, he is largely concerned with explaining the disappearance 
of the small landholder. In this connection it is refreshing to discover 
that he has wisely abandoned his earlier opinions about the tenure of 
copyholders and the persistence of the inclosure movement, which were 
pretty certainly unsound. Unfortunately he has apparently not availed 
himself of Professor Savine’s recent contribution on the effect of the dis- 
solution of the monasteries upon agrarian conditions. Had he done so 
he would probably have clung less closely to the traditional view as set 
forth by Abbot Gasquet. Yet, while he tends perhaps to overemphasize 
the economic importance of that change, he does well to call attention 
to the fact, not often observed, that the extensive transfers of land from 
Cavalier to Puritan proprietors a century later had an effect upon 
agrarian conditions which was far-reaching in its consequences and 
which pretty certainly hastened the decay of small holding:. 
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On the whole this discussion of rural economic organization is very 
satisfactory. So much good work has been done in recent years on that 
phase of English economic history by Gay, Tawney, Slater, Gonner, and 
others, that an able and judicious writer like Professor Ashley could 
hardly have failed to treat it well. With questions of urban economy 
he is not quite so successful. To be sure, he has not nearly as much 
first-rate secondary material to draw upon. At the outset he walks with 
rather firmer tread over the questions of gild origins than the uncertain 
nature of the ground will well support. German audiences particularly 
must have expected some allusion at least to the problematical relations 
of merchant gild and craft gild about which so much has been written 
by von Below and others in connection with the growth of town govern- 
ment in Germany. In describing the disintegration of the gilds Profes- 
sor Ashley unravels a very tangled skein with unusual skill. It would 
perhaps be unfair to complain that the very simplicity and the clearness 
of his statement convey a somewhat false impression of the manifold 
difficulties involved. One must regret that in common with most 
writers on the development of the domestic system he has confined his 
attention almost exclusively to the woolen industry. He leaves the 
reader wondering to what extent and at what time the gild organization 
in other crafts succumbed before the expansion of the town market. On 
the last phase of urban industrial organization, the evolution of the fac- 
tory system and the rise of capitalism in its various applications, he is 
necessarily extremely brief, but unusually stimulating and suggestive. 

The chapters on trade are on the whole the least effective parts of 
the book. Professor Ashley has apparently ignored many important 
recent contributions to this subject, particularly those made by German 
and American scholars. In consequence, he has made more than one 
statement that is open to question. It is not at all certain, for example, 
that the Hansa merchants, so far as they traded in wool and other staple 
products, were exempt from the Stapelzwang which was imposed upon 
English traders, and it is certainly wrong to say that the Hansa “finally” 
lost their privileges in London in 1597. Again, it is hardly accurate to 
assert that the Venetians “had obstinately refused to let the English 
merchants enter the Levant to share their trade in Malmsey wine and 
currants.” Yet these are, after all, relatively small points. Much more 
serious is Professor Ashley’s failure to emphasize the enormous expansion 
of English trade under the Tudors, which stands out as perhaps the most 
significant fact in the history of English commerce during the early 
modern period. 





BOOK REVIEWS AND NOTICES 291 


Among the most interesting passages in the book are those which 
deal with the attitude of the government toward the economic problems 
of the times. Professor Ashley accepts Mr. Tawney’s view of the service 
of the Tudor monarchy and of such instruments of Tudor despotism as 
the Court of Star Chamber in protecting the small landholder and the 
small artisan from the exploitation of the country squire and the city 
burgess. He agrees also that the victory of Parliament in the civil 
wars was on the whole disastrous to the economic welfare of the working 
classes both in town and in country. It is therefore rather surprising 
to discover that he inclines to commend the local administration of the 
justices of the peace, who were chiefly responsible for imposing upon 
England at large the economic policy of their particular class. With 
rather more emphasis than would seem to have been quite tactful before 
a German audience he presents the whole system of English local govern- 
ment under the old régime in favorable contrast to the bureaucratic 
system in operation at the same time in France and Prussia. Perhaps 
the country squire was more representative in character than the German 
bureaucrat, but it is not easy to discover that the Justice Shallows of the 
seventeenth century and the Squire Westerns of the eighteenth came 
any nearer to expressing the common interests of their localities than 
did the Prussian Beamten. Certainly their efficiency in office makes a 


sorry show when compared with that of many of the eighteenth-century 
French intendants. 


It is curious to remark, in view of the careful attention which Pro- 
fessor Ashley pays to the policy of the state toward both rural and urban 
economy, that he has almost nothing to say about its policy toward 
foreign commerce. He never so much as mentions the Navigation acts 
and he bestows scarcely more than half a page to the Mercantile system 
in its relations both to trade and to colonial expansion. This is certainly 
a very serious omission and conveys the impression that conditions in 
England differed a good deal more in this respect from those on the Con- 
tinent than in fact they did. Whether Colbertism was of the parliamen- 
tary or of the Prussian variety, it certainly was the dominating note in 
the economic policy, not only of the European states at large, but of 
England in particular during the century preceding the French Revo- 
lution. 

The book as a whole is well worth the reading. The general sound- 
ness of its views as well as the admirable clearness and freshness of its 
style should commend it, not only to the professed economist, but also 
to everyone else who seeks to cultivate an intelligent interest in the 
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matters with which it deals. In connection with each chapter Professor 
Ashley furnishes a short bibliography of the most useful books in English 
for more extended reading. Though these lists of books do not pretend 
to be exhaustive, they are, with a few minor exceptions, singularly well 


chosen. 


Conyers READ 
UNIVERSITY OF CHICAGO 


English Taxation 1640-1799. By Witt1AM KENNEDY. (Series of 
the London School of Economics and Political Science.) 
London: G. Bell & Sons, Ltd., 1913. 8vo, pp. ix+199. 
7s. 6d. 

‘In Kennedy’s English Taxation 1640-1799 we are supplied with an 
admirable interpretative study of English tax theories and methods in 
the light of the ruling political and social philosophy of the time. Mr. 
Kennedy describes his work as “An Essay on Policy and Opinion,” and 
supports his belief in the necessity of such a study by maintaining that 
English writers on taxation have for the most part neglected questions 
of distribution, not even evincing a “consciousness of what constitutes 
the essential problems involved in the material with which they deal”’ 
in their attempt to give the chief facts of tax legislation and to accord 
due weight to constitutional and tariff questions. The writer’s purpose 
is to “understand the way in which certain of the essential problems in 
taxation were dealt with and thought about in the seventeenth and 
eighteenth centuries in England” (p. 3). 

Finding a full understanding of nineteenth-century tax opinion 
impossible without such a “functional” study, and further concluding 
that by such survey the “social attitude or what may be called the 
practical political theories of that period” will be forced on the atten- 
tion, he divides his treatment into a consideration of the purposes and 
distribution of taxation, and of the tax methods actually employed to 
attain them. On the distributive side the treatment is directed toward 
two questions: first, Should every member of the community be taxed ? 
and second, What is the standard or criterion of distribution according 
to which the burden should be apportioned among those who are taxed ? 
The answers to these questions are sought in theories of incidence, in 
the feelings of compassion or disgust for the poor, in political theory, and 
in the fluctuating conditions of the English exchequer. 

The table of contents includes: ‘The Inheritance of the Long Par- 
liament”; “Customs and Taxes and Excises for the Period 1640-1713”; 
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“ Political Philosophy and the Taxation of the Poor”; “The Eighteenth 
Century—Walpole”; “Walpole to Adam Smith—Opinion”; “The 
Period 1776 to 1799”; and “Social Theory in the Eighteenth Century.” 

The essay attempts far more than a mere restatement of Dowell’s 
Taxation and Sydney Buxton’s Finance and Politics. It is an attempt 
through recourse to opinions of contemporary authorities inside and 
outside of Parliament, as they were expressed in law, in pamphlet, as 
well as in more pretentious literature, to understand the ruling concep- 
tion of justice in taxation and to sketch the methods by which this was 
realized in actual taxation. It is more than this, however. By holding 
fast to the functional thread and by not allowing the unessential and 
wearisome detail of legislative procedure or the mere chronicling of “‘acts”’ 
to occupy first place in the order of treatment, the author has produced 
a spirited and readable interpretation of tax law rather than a mere 
compendium of tax facts. These facts are included, however, and full 
references given, but they have been used rather as a means than as an 
end; as tools in the hands of a skilful builder. 

It is impossible in a short review adequately to describe the nature 
of the contents of the volume, and we shall content ourselves with point- 
ing out a few of the larger currents of thought which run through it. 

Probably the most important central idea is, Who should be taxed ? 
or stated more narrowly but as an essential equivalent, Should the poor 
be exempt? Whether the answer is negative or positive depends, as 
Mr. Kennedy shows, upon the relative influence exerted by current con- 
ceptions of trade policy, by theories of incidence, and by the actual 
strain under which the national finances happened to be placed. These 
conditions are described chronologically and currently appraised, and 
evidence introduced to show how each was supported or attacked as 
the combination of circumstances of a given time seemed to warrant. 

The conditions existing in 1732 are characterized by the author as 
follows: 


In 1732 the three ideas which had most influence on eighteenth-century 
views on taxation were all represented. They were, first, that everyone should 
pay taxation, including the poor man; second, that the poor man should, if 
possible, be exempted from taxation on compassionate grounds; and third, 
that the necessaries of his subsistence should be exempted to prevent high wages 
and for the benefit of trade. 

The second and third of these ideas, although inconsistent, both led to 
the condemnation of taxes on necessaries, and this condemnation came gradu- 
ally to be almost universally accepted and constituted the most important 
element of the eighteenth-century view of the ideal tax, the tax on luxuries. 
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This result was achieved, however, in spite of and not by overthrowing the 
doctrine that every man should pay taxation and that a just tax must be 
general. The new theory was therefore not directly the result of a view of 
distributive equity in taxation but rather of two ideas of non-tax policy, com- 
passion for the poor and the advantage of low wages in the interest of trade 
[pp. 111-12]. 


As bases for a consideration of distributive ideas, the author dis- 
cusses customs, excises on luxuries and on necessaries, direct taxes, etc., 
with their fiscal and non-fiscal advantages and disadvantages, and the 
conditions under which each is held to be borne by the tax-paying 
personnel. A conspicuous fact to which considerable attention is given 
throughout the book is the failure to perceive taxation as a system and 
accordingly the tendency to treat each tax by itself in its distributive 
and financial aspects. 

Out of a multitude of clashing opinions on the purposes, the justice, 
and the moral and financial results of given tax policies, Mr. Kennedy 
has been able to discover for each period discussed a dominant, and in 
some, if not all, respects a clearly formulated tax philosophy. While it 
has been necessary in doing this to consider a great mass of literature, 
the author seems to have used discriminatingly the sources considered. 
As to whether all would agree with the importance assigned the different 
writers, there is some reason for doubt. This is particularly true respect- 
ing Adam Smith, to whose canons of taxation and place in the develop- 
ment of tax theory American students have constantly turned. Two 
short quotations are added which show the author’s conception of Adam 
Smith’s ideas on tax distribution and his immediate influence on English 
tax policy: 

Adam Smith’s theory of distribution .... set out .... with three 
general positions First, everyone should pay taxation; second, distri- 
bution ought to be in proportion to income (revenue); third, a tax to be just 
must be general—it must fall on all the three sorts of income, rent, profits, and 
wages. Adam Smith accepted the assumption of the seventeenth and eigh- 
teenth centuries that taxation is made up of non-compensatory taxes, and dis- 
cussed each tax by itself A tax on all income is ruled out because taxes 
on profits and wages are condemned on non-distributive grounds 
Expenditure on necessaries must not be taxed, since that would merely raise 
wages. Hence we are reduced to taxes on non-necessary expenditure 
Next, it is not essential, he argued, that all non-necessary expenditure should 
be taxed so as to give equitable distribution according to expenditure or income. 
In particular, he held it necessary that all imported luxuries should be taxed, 
and was in favour of restricting Customs duties as well as Excises to a few 
articles only of the most general use and consumption” [pp. 143-44]. 
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It has sometimes been supposed that the publication of the Wealth of 
Nations brought to the world a new revelation of the principles of taxation, and 
that it immediately affected the policy of the Chancellors of the Exchequer. 
But this is a serious misconception; the only respect in which it bears some 
relation to the facts is on the subject of trade policy in the Customs. Apart 
from that, what Adam Smith did was to expand the commercial view of tax 
questions which we have been following, and to attempt to systematize and 
rationalize it by bringing it into relation with the distributive theory of the 
seventeenth century which Walpole expressed. He gave a wider intellectual 
sanction to a set of opinions already very influential. Apart from Pitt’s com- 
mercial treaty of 1786 and Peel’s and Gladstone’s reform of the tariff between 
1842 and 1860, no important change in English tax policy is connected with 
Adam Smith’s influence; on the contrary, all the large changes since his day, 
such as the imposition of the Income Tax in 1799, have been made indepen- 
dently or in spite of his ideas [pp. 141-42]. 

Horace SECRIST 

NORTHWESTERN UNIVERSITY 


A Theory of Interest. By CLARENCE GILBERT Hoac. New York: 
Macmillan, 1914. 8vo, pp. 228. $1.50 net. 

As the title indicates, this book is designed to set forth a positive 
theory of interest rather than to give a history of doctrine. One chap- 
ter, however, the longest in the book, is devoted to a critical review of 
a number of the more prominent or more recent theories on the subject. 
Mr. Hoag states that every theory of interest hitherto advanced with 
which he is acquainted seems to him incorrect in details and inadequate 
in essentials (p. 117). As for his own efforts, he hopes he has succeeded 
in giving a substantially correct though doubtless imperfectly developed 
solution of the problem. Mr. Hoag shows a close acquaintance with the 
work of many though not all the professional economists in the field of 
his inquiry. ‘ 

The preface comments on the social importance of the interest ques- 
tion, and speaks seriously of the need of those who believe interest is 
robbery to gain a clearer understanding of its true nature. The author’s 
earnestly expressed hope that his work may come to influence the opinion 
of the practical world arouses in the reader expectations that are some- 
what shocked when the main exposition is found to be an exceedingly 
difficult, abstract, or symbolical handling of the subject; in a word, a 
very “theoretical” treatment. The author’s style, nevertheless, has the 
merit of great lucidity. The book gives also what many would describe 
as a very hedonistic treatment, inasmuch as pleasures and pains are 
being continually represented by lines, areas, and algebraic characters. 
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His argument once started, the author proceeds rapidly to what he 
regards as the kernel of the problem, dismissing the productivity theory 
or theories while on the way. Subsequently he states emphatically that 
Béhm-Bawerk and many others have demonstrated unanswerably that 
the usefulness of tools and material agents does not account for the 
premium upon present over future goods which is the substance of 
interest (p. 146). Incidentally it may be said that Mr. Hoag subjects 
Béhm-Bawerk’s doctrine of the “technical superiority of present goods”’ 
to a thorough and adverse criticism (pp. 124-46). Mr. Hoag’s own 
theory, if the reviewer is not mistaken, is a time-discount explanation of 
the purest type, but Mr. Hoag thinks that all time-discount theories 
heretofore advanced fail to penetrate to the heart of the problem, because 
they fail to answer the question what precisely it is “that men discount 
when we say carelessly they discount ‘future goods’ or ‘future services’”’ 
(p. 7). Restating the question, though not in an improved form in the 
judgment of the reviewer, Mr. Hoag goes on to say: 


No one has quite solved the problem, in other words, who has not fully 
explained the nature of what we call the principal. What isthe principal? Two 
lots of goods or services, one of an earlier time and the other of a later—so 
much is obvious. It is obvious also that the two lots are conceived to be in 
some sense equal. But in what sense? Whole books are written without 
giving an answer to this apparently simple, and certainly fundamental, ques- 
tion. Some of the leading economists refer to the two lots as merely “present 
goods” and “future goods” or as “earlier goods” and “later goods,”’ as if 
nothing less hopelessly vague were required. We must insist, however, on 
knowing, and knowing precisely, in what sense the two lots are equal [p. 7]. 


Mr. Hoag considers and rejects in succession the following answers 
to his question, namely, (1) that the two lots of goods are equal in kind 
and number; (2) that they are equal in pleasure-giving capacity to some 
person or group of persons; and (3) that they are equal in exchange 
value, that is, in value in the sense of purchasing power. He then 
develops his own theory that they are equal in what he calls “nominal 
value.” Within the limits of a review one could hardly attempt to 
explain the author’s “nominal value,” nor would it be profitable to quote 
his own set definition (p. 19) without giving his explanations of it, but 
it may be said that the author believes that his theorizing carries the 
explanation of interest from a point where previous attempts have come 
to a full stop forward to a satisfying conclusion. 

The doctrine that the market phenomenon known as interest arises 
out of men’s preference for present goods or income as against future 
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goods or income undoubtedly implies a quantitative comparison of present 
with future goods or income. For the doctrine rests on a premise tanta- 
mount to this, that only a greater quantity of future goods or income will 
trade for a given q-antity of present goods or income. In the reviewer’s 
judgment, Mr. Hoag would have made a better approach to his theory 
if he had omitted what has already been quoted from him concerning 
the “principal,” and had argued merely that, when compared as quanti- 
ties, present and future “goods” cannot be measured (1) in physical 
units, nor (2) in units of pleasure-giving capacity to a designated indi- 
vidual or designated group of individuals, nor (3) in units of exchange 
value, but can be measured only in “nominal value.” As for the theory 
of nominal value, the reviewer does not at present claim to understand 
it fully, but is inclined to characterize it as carefully wrought out and 
acute but misguided. 


A. C. WHITAKER 
LELAND STANFORD JUNIOR UNIVERSITY 


The Fall of Protection. By BERNARD HOLLAND. New York: 
Longmans, Green & Co., 1913. 8vo, pp. 372. $3.50. 

This monograph is of a type familiar to students of British commer- 
cial policy. It is the work of a civil servant of high rank whose official 
duties have placed him in a position favorable to considering the topic 
with which he professes to deal. Mr. Holland points out that he 
“worked for four and a half years as private secretary to two successive 
secretaries of state, at the very centre of the Colonial Office, which is 
itself one of our three great centres of information from the whole 
Empire.” As such a study it has the merits and limitations of its kind. 
The great currents which converged and resulted in the overthrow of 
the protective system are clearly and carefully traced to their sources; 
the book is excellently documented, the position of any statesman of 
importance on the question is tabbed off; while the whole movement is 
handled with a sense of the reality of the practical problems that 
demanded solution. 

On the other hand, the standing reproach against British writers that 
the subject of free trade or protection is never considered except from a 
partisan viewpoint will find some support here. Mr. Holland is a pro- 
tectionist and he states his position in the preface: “I have not therefore 
exerted myself to appear impartial . . . . but I have tried not to be 
unfair.” As a protectionist he indeed tries hard to see a silver lining 
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within the cloud but he cannot chronicle the passing of the protective sys- 
tem without lament. ‘One is tempted vainly to wish,” he writes, “‘that 
the old important duties, with their preferential modifications, had never 
been wholly abolished, however low thay might have been brought.” 
This shadow of vain regret determines the atmosphere of the book and 
while the author does not write with the animus and dagger which mark 
most of the neo-protectionists he leaves the impression that the winning 
of free trade meant the overthrow of a noble policy with scarcely any 
compensatory advantages. 

Mr. Holland combines with this view a whole-souled admiration for 
“the masculine strength, and courage and foresight of the old aristo- 
cratic leaders,” holding that “the middle-class mind .. . . has itself 
small aptitude for political government.”’ The repeal of the Corn Laws 
was therefore the natural sequence to the Reform bill of 1832 because 
it permitted the middle class, “inclined to look to immediate profits and 
quick returns,” to prevail over the “aristocratic spirit, based on the 
principles of landowning.” This is, in brief, the author’s explanation of 
the change which reversed “a long-standing system of trade control and 
political finance.” 

Sir Robert Peel, of course, occupies the center of the stage. The 
portrait of the man whose name is linked with the fall of the Corn Laws 
is drawn at full length but with scant sympathy. The author cannot 
forget that Peel’s defection in 1846 from Tory principles involved a split 
in the Conservative party and left it in opposition for the most part of 
the ensuing twenty-eight years. He concedes that “in one sense Peel’s 
heart was firm and high. When he had been brought to the conclusion 
that action was necessary and right, whether in Irish or in fiscal policy, 
he carried it through without fear of consequence.” However, Mr. 
Holland accounts for this as being due to a weariness of office and a 
desire for leisure, rather a crude application of the hedonistic calculus. 
That Peel was converted to the doctrine of the Liberal party is explained 
by the author as being due to the fact that he had the “type of mind 
likely to be the instrument of popular designs under fully democratized 
institutions,” and was lacking “in original and creative power.’”’ The 
author must be said to be deficient in appreciation of Peel’s real force of 
character and statesmanship which made him carry Catholic emancipa- 
tion in 1829 and repeal the Corn Laws in 1846 in the face of the most 
determined opposition of class and privilege. 

Mr. Holland’s constructive policy is that of moderate protection and 
preferential arrangements with the colonies. The study is undoubtedly 
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weakest at this point. As he approaches the modern period he displays 
less and less detachment and is guilty of errors of fact and interpretation: 
of fact when he places the Canadian preferential trade concessions to 
Great Britain in 1894 instead of in 1897 when it came from a liberal 
government as the first instalment of a downward revision of the tariff; 
of interpretation when he suggests that the rejection of the preferential 
policy by the government of Great Britain was the cause of the reci- 
procity negotiations between Canada and the United States in 1912. 

In the redefinition of relationships between Great Britain and her 
great colonial dependencies which will follow the present war, students 
who desire an exposition of the historic English Conservative point of 
view will find it in Mr. Holland’s work. 

D. A. MacGrsson 


BRANDON COLLEGE 


American Labor Unions. By HELEN Marot. New York: Henry 
Holt & Co., 1914. 8vo, pp. xi+275. $1.25 net. 
This book is a presentation of “the labor union point of view of labor 


union policies and methods.” As such, it is in its purpose much the same 
as Mitchell’s Organized Labor, though the two books differ very consider- 


ably in content and organization. It contains chapters on the American 
Federation of Labor, the Industrial Workers of the World, the railroad 
brotherhoods, and the various policies of labor unions. 

The purpose of presenting “the labor union point of view”’ is laud- 
able because of the difficulty which isolated economic groups have in 
understanding each other, and the difficulty which “the general public” 
has in understanding and dealing with union policies and methods. But 
purpose alone does not make a good book; it must be accurate and 
authoritative. This book fails in accuracy in several important respects. 

Collective bargaining, which is the cornerstone of most union 
policies, receives no definite consideration. It is mentioned only inci- 
dentally, in connection with other policies. This defect alone would 
invalidate the book, for there can be no understanding of unionism, in 
most of its forms, apart from an understanding of the nature of collective 
bargaining and the reasons for insistence on collective bargaining. It is 
almost inconceivable how such an important policy could have escaped 
explicit consideration. 

The author states that the American Federation of Labor claims 
social support on the ground “that the interests of labor and capital are 
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identical” (p. 136). Contrast with this the statement made recently 
before the Industrial Relations Commission by the president of the 
American Federation of Labor: “The economic interests of the employ- 
ing class and those of the working class are not harmonious”; and he 
added that he knew of no way in which harmony, in the full sense of the 
word, could be attained. Disagreement with Mr. Gompers on such a 
fundamental proposition as the harmony of interests throws further 
doubt on the accuracy of the book. 

In spite of explicit recognition of important differences in the three 
national organizations, and implicit recognition of important differences 
within each of these organizations, there are many generalized statements 
in regard to “the union point of view” or “the attitude of union men,” 
as though there were one consistent attitude or point of view common 
to all members of labor unions. 

Genetic treatment of unionism is not apparent in this book. It is 
generally understood at the present time that a policy or organization 
can be thoroughly understood only by a study of the conditions giving 
rise to it. Such a point of view is not taken; there is almost entire 
failure to mention the social conditions out of which unionism has arisen. 
The presentation is confined, on the contrary, to bare description of 
policies and organizations, with a minimum of genetic interpretation. 

On account of these defects this is not a good book to put in the 
hands of general readers. But a person who had been, as has the 
author, for nine years secretary of the Women’s Trade Union League 
of New York could hardly write a book on unionism without supple- 
menting our knowledge of unionism. The best chapters are those 
on the organization of women, industrial organization, and scientific 


management. 
E. H. SUTHERLAND 
WILLIAM JEWELL COLLEGE 


Corso di scienza delle finanze. By Luici Ernaupi. Turin: E. 
Bono, 1914. 2ded. 8vo, pp. 1+1010. $4.00. 

A course of lectures on finance and taxation which the author has 
been delivering since 1909 as a member of the faculty of the University of 
Turin is here offered to the public in the form of a stupendous volume. 
An earlier publication of these lectures appeared in 1911, but the present 
edition includes the lectures given in subsequent years. 

After two introductory chapters which deal with the general nature 
and difficulty of the subject, the first part of the book treats of the 





BOOK REVIEWS AND NOTICES 301 


general classification and characterization of taxes. The second part dis- 
cusses the nature and problems of taxation in general. The third part is 
devoted to the discussion of specific forms of taxation, such as the general 
income tax, the inheritance tax, tax on consumption, and tax on transfer 
of property rights. Finally, in the last part, Part IV, the author con- 
siders taxation for emergency expenditures, forced and voluntary public 
borrowing, public debts, their amortization, repudiation, etc. 

In his treatment of all the foregoing topics the author does not 
deviate from the generally accepted postulates and conclusions of the 
science. In fact the author lays no claim to originality of theoretical 
formulations or of criticism of certain disputed points in the theory of 
finance and taxation. So, for example, we find a faithful reproduction 
of the orthodox classification of taxes into quasi-private prices, public 
prices, fees (tasse), special assessments (contributi), and taxes (le imposti) 
(p. 23; Parts I, II; cf. Seligman, Essays in Taxation [1905], chap. ix). 

Similarly in his arguments for public forestation and for private 
control and operation of mines (Part I, secs. 2, 3) the author takes 
the position commonly taken without criticism, namely, that private 
capital is not attracted by forestry owing to the very great length of 
time which intervenes between planting and harvest. On the other 
hand, mining, owing to the aleatory and speculative nature of its income 
does not offer a very good field for public investment and therefore can- 
not be regarded as a secure source of public revenue (cf. Adams, Finance, 
pp. 237-46). The book is merely a collection, with more or less dis- 
crimination, of, for the most part, orthodox statements of principles 
concerning public revenues and their expenditure. 

On the whole, therefore, it must be said with regret, the book con- 
tains little or nothing to recommend itself to the American student. 
Furthermore, the material is so diffused that it requires more time and 
patience to go through the volume than the average student can afford, 
especially when the same information is quite available in much more 
compact and concise form and presented with at least equal lucidity. 


LEON ARDZROONI 
UNIVERSITY OF MISSOURI 





Der Staat als Schlichter gewerblicher Streitighkeiten in den Vereinigten 
Staaten, Kanada und Australien. By Dr. H. JUNGHANN. Tiibin- 
gen: J.C. B. Mohr, 1914. 8vo, pp. vii+93. M. 2. 

The material for this timely and interesting book was gathered by the 
author while on a trip through Australia, the United States, and Canada. 
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After a brief but adequate introductory discussion of the principles embodied 
in European conciliation and arbitration laws as compared with those of the 
United States, Canada, and Australia, Dr. Junghann describes the merits and 
demerits of the various acts passed by the governments of the three countries 
in their capacities as settlers of labor disputes. In his opinion the United 
States government has been very successful as an arbitrator in industrial dis- 
agreements, and the American example demonstrates that government arbi- 
tration and conciliation boards, if sensibly organized and managed, can be of 
great worth. However it should be remembered that the United States laws 
have reference only to employees of railroads, or, in other words, that the 
government has to deal only with a comparatively well-educated group of 
workers, a group which stands relatively high in its standard of living. On the 
other hand, the experiences in Canada and Australia, where arbitration and 
conciliation have been extended so as to take in groups of workers of lower 
standards, have been far less favorable. Here the results have shown that 
the possibilities of success of government boards are very limited, and that 
their application in the settling of labor disputes in general involves two inherent 
dangers: (1) that arbitration courts may be used solely by the socialistic 
laboring class as a new medium of warfare against the employers, and (2) that 
through these arbitration courts, laws and regulations have been made which 
it would be very difficult to carry out. In Canada public opinion and in 
Australia the power of the state were depended upon for the enforcement of the 
governmental decisions, but public opinion and the state were found insuffi- 
cient for the task. Whenever the rights which the court decisions gave were 
not satisfactory to either side they were corrected by brute force. This leads 
the author to ask this question: Is governmental power sufficiently strong to 
turn in favor of social justice the iron economic law, the law which regulates 
price by means of supply and demand? He then points out that whenever 
laborers and employers, in efforts to settle their disputes, resort to the ulti- 
mate means, namely force, they do not try to settle what is just, but who is 
the stronger. Dr. Junghann thinks that arbitration courts could perhaps 
obtain more practical results if they would disregard all subjective sentimental 
considerations pertaining to “right” and “justice” and would render a decision 
based on purely objective considerations which take account of the relative 
strength of the opposing parties. Perhaps capital and labor would then more 
and more transfer their battles from the street to the trial-room of arbitration 
and conciliation courts. 


Interpretations and Forecasts. By Victor BRANForD. New York: 
Mitchell Kennerley, 1914. 8vo, pp. 411. $2.50. 
This book consists of a group of papers which apply to a study of con- 
temporary society the evolutionary doctrine as to both principles and methods 
taught by the Edinburgh School of Sociology. The writer pictures a “ Eutopia” 
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which will diffuse throughout the community the life of the spirit. He seizes 
upon some suggestive categories of spiritual civic service in pre-Reformation 
Christendom and applies them to the evolution of the modern city. 

In the mystery and morality plays of the Middle Ages, religion and educa- 
tion co-operated in the uplifting of man and the idealizing of woman. So 
today, in the civic theater, the muses must be invoked and, by the dramatiza- 
tion of history, the people of today, as the gilds of old, be incorporated into 
contemporary culture. But this cannot be done until the poets, artists, and 
musicians turn again and speak to the heart of the ordinary man. We must 
regain that unity of life which existed in the Middle Ages when the friar left the 
cloister to administer to the people, and church and gilds joined hands to pro- 
duce the drama. The university and the church must be reunited to the city. 
Mr. Branford claims that this great work of synthesis can be achieved in the 
social settlement which is the natural laboratory of artist, economist, biologist, 
theologian, and civic student. 

The second part of the book points to some existing institutions where these 
two poles of life are being linked. Outlook Tower in Edinburgh, Toynbee 
Hall in London, and the social settlements in connection with American uni- 
versities are heralds of the new order. The civic survey and the city-planning 
movement, the public pageant, and the influence of woman with the power of 
love to subordinate the economic to the human—these are some of the regener- 
ating forces. In the establishment of a nobler citizenship, civics will embrace 
the eugenic ideal of physical perfection in the higher conception of social 
inheritance. 

The central problem expounded in the book is clear but the exact relation 
of the subordinate parts to the main theme is not always definitely shown. 
The historic diagnosis has given ideas more or less familiar an interesting 
and a novel emphasis. 


Poverty and Waste. By HARTLEY WITHERS. New York: E. P. Dutton 
& Co., 1914. 8vo, pp. ix+180. $1.25. 

The main cause of poverty, argues the author of this book, is the pro- 
duction of luxuries due to the extravagant demands of the rich, and the conse- 
quent diverting of capital from the production of necessaries for the lower 
class. The upper class must abstain from their luxurious and frivolous 
consumption, thereby check the production of such goods and allow capital 
and energy to be set free for the production of necessaries—this is his 
injunction to this class of consumers, upon whom he would place the burden 
of reform. 

While it is undoubtedly true that capital is diverted from the production 
of ordinary necessaries of life to that of luxuries, it is a fact that large profit 
lies in the latter field, and unless an increase is brought about in the purchasing 
power of the great mass of workers, insufficient demand would arise for the 
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former goods, and consequently capital would not enter the field. The 
author evidently overlooked the force of price level and profit level. Further- 
more, the instincts of display and rivalry are too deeply rooted in man to be 
eliminated by the utterance of a truism or a preachment of duty, and little 
reform may be expected from the consumers of luxuries. 

Aside from the argument outlined above, the writer touches on numerous 
economic problems, the treatment of which is light and lacks the interest of 
the new. The book can, however, be recommended to those who wish popular, 
common-sense reading on the capital and labor problem. 


Why Is the Dollar Shrinking? A Study in the High Cost of Living. 
By Irvinc FisHer. New York: Macmillan, 1914. 12mo, pp. 
xiv-+233. $1.25. 

The announcement of Professor Irving Fisher’s book on Why Is the Dollar 
Shrinking? raised hopes that he was to give us a more elaborate and detailed 
analysis of those important subjects scarcely more than mentioned in chaps. 
v and vi of The Purchasing Power of Money, entitled “Indirect Influences on 
Purchasing Power.” However, Why Is the Dollar Shrinking? is simply a 
condensation of The Purchasing Power of Money with very little new mate- 
rial; and the important influences mentioned above, instead of receiving fuller 
treatment, are now labeled “Remote Influences on Prices.” The main 
purpose has been to prepare the way for a later book by the author on “Stand- 
ardizing the Dollar.” 

The work of condensation is well done and the volume forms a good 
introduction to the monetary theories of the author set forth in detail in 
The Purchasing Power of Money. Thus the work will be praised or censured 
according as the reader agrees or disagrees with the principles presented in the 
larger book. 


Co-operation in Agriculture, Marketing, and Rural Credit. By CHARLES 
B. Austin and Georce S. WEHRWEIN. Austin: University of 
- Texas Bulletin No. 355. Pamphlet, pp. 100. 


This bulletin contains information of interest to students of agricultural 
economics, and especially to those involved in the local situation in the state 
of Texas. It is in the form of an introduction to the problem of co-operation, 
marketing, and rural credits, and sets forth the present status of these insti- 
tutions in the United States in contrast with similar ones in Europe. Rural 
co-operation fails here because of the sparsity and cosmopolitan character of 
the rural population, their economic well-being, their lack of business methods, 
and lack of community spirit. The authors describe the elements essential 
to the success of co-operation, and offer constructive suggestions of value to 
those contemplating the organization of co-operative concerns in this country. 





